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Economy

CONSUMER AND SMALL BUSINESS INFLATION EXPECTATIONS

The number of open positions in the Labor Department’s Job 
Openings and Labor Turnover Survey (JOLTS) fell to a three-
year low of 8.49 million in March. The Bureau of Labor 
Statistics produces the monthly JOLTS data based on a survey 
of roughly 21,000 U.S. employers.

The ratio of open positions to total unemployed persons in 
the domestic labor force in March was 1.31, the lowest level 
since July 2021. At its peak in March 2022, the ratio was 2.03, 
with open positions outnumbering total unemployed workers 
by more than 6 million. The ratio moving closer to 1.0 (like 
was in place for most of 2015 through 2019) indicates the jobs 
market is gradually cooling after a period of historic 
overheating in 2021 and 2022. 

A reduction in job openings is the Federal Reserve’s preferred 
method of labor market cooling as opposed to outright job 
cuts. A continued gradual decline in the ratio of open position 
to unemployed U.S. workers likely improves the odds of a so-
called “soft landing,” in which Fed rate hikes tame inflation 
without causing a sharp increase in unemployment.

The near-term inflation expectations of consumers and small 
businesses may have bottomed in recent months after 
trending lower over the last two years. These expectations can 
sometimes serve as useful leading indicators for broad 
measures of price level changes, including the consumer price 
index (CPI).

A net 28% of respondents to the National Federation of 
Independent Businesses (NFIB) March survey indicated they 
expect to raise average selling prices over the next three 
months, up from 21% in February and the highest proportion 
since October. This reading peaked at 66% in March 2022, 
three months before the annual consumer price index (CPI) 
recorded a 40-year high of 9.1%. 

In the preliminary University of Michigan Consumer Sentiment 
Index for May, the median survey response indicated an 
expectation that inflation will be 3.5% over the next twelve 
months. This is an increase from a three year-low of 2.9% in 
March, but it is still well below the four-decade high of 5.4% in 
April 2022.  

Source: Bloomberg. 
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GRADUAL LABOR MARKET COOLING
OPEN POSITIONS PER UNEMPLOYED PERSONS

SURVEY-BASED INFLATION DATA HAVE TICKED UP

Source: Bloomberg.
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Source: Morningstar. 

S&P 500 OPERATING MARGIN, Q2 24 - Q4 24 FORECAST

The S&P 500’s rally from its late October low lost momentum 
in April as stubborn inflation led to higher interest rates and 
concerns the Federal Reserve might keep interest rates higher 
for longer. The index posted its first monthly pullback in six 
months with a 4.08% decline in April. Equity indexes recovered 
some of their losses late in the month amid encouraging first 
quarter earnings results, particularly among the Magnificent 
Seven.

Areas of the market with greater interest rate-sensitivity, such 
the real estate sector and small capitalization stocks, fell more 
in the month. The S&P 500 Real Estate sector fell 8.50%, while 
the Russell 2000 was down 7.04%. 

Emerging market equities outperformed in the month with a 
0.45% return for the MSCI EM index. The index’s positive 
return was driven by the MSCI China index’s 6.60% rebound. 
Encouraging economic data suggest China’s central bank 
monetary easing might be helping the economy rebound after 
a rough 2023. The Caixin China Manufacturing Purchasing 
Managers' Index (PMI) reached a 13-month high in April. 
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EQUITY RALLY LOSES MOMENTUM
PERFORMANCE 10/26/2023 THROUGH 4/30/2024

S&P 500 MARGIN REBOUND EXPECTED

The S&P 500’s first quarter earnings are on track for a third 
consecutive quarter with positive growth following three 
quarters of contractions. Earnings reporting season is winding 
down with results reported from 400 companies in the S&P 
500, accounting for 80% of the index’s market capitalization. 
The index’s earnings are on pace for 6.5% growth, compared 
to analysts’ estimates for a mediocre 3.8% increase. Earnings 
from the Magnificent Seven companies continue to drive the 
index’s profit growth. Excluding the Magnificent Seven, S&P 
500 earnings are on pace to be down 1.2%, the fifth straight 
quarter with negative growth due to margin pressures.

S&P 500 operating margin is on track for 14.56%, slightly 
below analysts’ forecast for 14.83% and 14.62% a year ago. 
This will be the seventh consecutive quarterly operating 
margin contraction year over year. Analysts project margin 
expansion in the second quarter as easing inflation pressures 
and cost cutting help to stabilize profitability.

S&P 500 revenue growth is also on pace to exceed analysts’ 
projection at a rate of 4.2% +versus the 3.4% forecast. Sales 
growth is being led by the technology, communications, 
health care, and financials sectors each posting growth around 
7%.Source: Bloomberg. Dotted line indicates analysts' operating margin 

projection for Q2 2024 through Q4 2024.
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Source: Bloomberg. 

The rolling 12-month returns of broad U.S. investment-grade 
and Treasury indexes reentered positive territory in the second 
half of 2023 but have since wavered amid a backup in yields in 
the first four months of this year. 

Despite recent return headwinds, two straight years of 
gradually increasing coupons across the government and 
corporate bond market should provide better protection 
against another potential bout of higher rates than was the 
case in 2022. 

U.S. high yield bonds have been among the top performing 
fixed income asset classes in recent quarters as narrow credit 
spreads and a significant coupon cushion have supported 
returns. 

The foresight of many management teams in the below-
investment grade market in 2020 and 2021 to refinance into 
low fixed-rate debt and extend their average maturity profile 
has 1) reduced the need for near-term issuance and 2) likely 
created a better buffer to navigate any periods of potential 
economic weakness in 2024.

UNWINDING RATE CUTS IN 2024
FED POLICY RATE AND YEAR-END EXPECTATIONS

BONDS OFF TO A SLOW START
U.S. FIXED INCOME ROLLING 12-MONTH RETURNS

Sticky inflation data to start the year along with stronger-than-
expected nonfarm payroll gains in February and March caused 
investors to recalibrate their expectations for the timing and 
magnitude of Fed policy easing in 2024. 

On January 12, fed fund futures pricing indicated a nearly 80% 
probability of a 0.25% rate cut at the Federal Open Market 
Committee’s (FOMC) March 19-20 meeting and an additional 
1.50% worth of cuts by the end of 2024. By the first week of 
May, market-based expectations had been reduced to less 
than 0.50% of policy easing by the FOMC’s final meeting of 
the year on December 17-18. 

Fed Chair Powell struck a somewhat dovish tone at his May 1 
press conference following the FOMC’s decision to keep its 
policy rate unchanged in a range of 5.25% to 5.50% for the 
fifth straight meeting. Powell said he views policy as restrictive 
and expects the next move to be a cut, not a hike. 

Source: Bloomberg. 
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IMPORTANT DISCLOSURE INFORMATION

This report was prepared by Mainstreet Investment Advisors, LLC (“Mainstreet”), a federally registered investment adviser under the 
Investment Advisers Act of 1940. Registration as an investment adviser does not constitute an endorsement of Mainstreet by the SEC nor 
does it indicate that Mainstreet has attained a particular level of skill or ability. The MainStreet Advisors’ professionals may provide oral or 
written market commentary or advisory strategies to clients that reflect opinions that are contrary to the opinions expressed herein or the 
opinions expressed in research reports issued by MainStreet Advisors’ Investment Committee and may make investment decisions that are 
inconsistent with the views expressed herein. Opinions expressed are only our current opinions or our opinions on the posting date. We and 
our affiliates, officers, directors, and employees may from time to time have long or short positions in, and buy or sell, the securities, if any, 
referred to in this report. Information and opinions herein are as of the publication date and are subject to change without notice based on 
market and other conditions.

The material herein was prepared from sources believed to be reliable, however, no assurances can be made. The prices shown are as of the 
close of business as indicated in this document. Actual results could differ materially from those described. The securities and financial 
instruments de- scribed in this document may not be suitable for you, and not all strategies are appropriate at all times. The specific 
securities identified are shown for illustrative purposes only and should not be considered a recommendation by MainStreet Advisors. It 
should not be assumed that investments in these securities were or will be profitable. Index performance used throughout this report is 
intended to illustrate historical market trends and is provided solely as representative of the general market performance for the same period 
of time. Indices are unmanaged, may not include the reinvestment of income or short positions, and do not incur investment management 
fees. An investor is unable to invest in an index. Any graph, data, or information is considered reliably sourced and for educational purposes 
only, but no representation is made that it is accurate or complete and should not be relied upon as such or used to predict security prices or 
market levels. Any suggestion of cause and effect or of the predictability of economic or investment cycles is unintentional.

This Market Review/Quarterly Market Insights may contain forward-looking statements which may or may not be accurate over the long 
term. These forward-looking statements are identified as any statement that does not relate strictly to historical or current facts. In particular, 
statements, express or implied, concerning future actions, conditions or events, future operating results or the ability to generate revenues, 
income or cash flow or to make distributions or pay dividends are forward-looking statements. Do not place undue reliance on forward-
looking statements; actual results could differ materially from those described and are not guarantees of performance. They involve risks, 
uncertainties and assumptions. This report may include candid statements and observations regarding investment strategies, asset allocation, 
individual securities, and economic and market conditions; however, there is no guarantee that the statements, opinions, or forecasts will 
prove to be correct.

The material included herein was prepared or is distributed solely for information purposes; is not a solicitation or an offer to buy/sell any 
security or instrument, to participate in any trading strategy or to offer advisory services by MainStreet Advisors; is not intended to be used as 
a general guide to investing or as a source of any specific investment recommendations; makes no implied or express recommendations 
concerning the manner in which any client’s account should or would be handled; and should not be relied on for accounting, tax or legal 
advice. Appropriate investment strategies depend upon the client’s investment objectives. The portfolio risk management process and the 
process of building efficient portfolios includes an effort to monitor and manage risk but should not be confused with or does not imply low 
or no risk. This report should only be considered as a tool in any investment decision matrix and should not be used by itself to make 
investment decisions.

There are risks involved with investing including possible loss of principal and the value of investments and the income derived from them 
can fluctuate. The price of equity securities may rise or fall because of changes in the broad market or changes in a company’s financial 
condition. Di- versification does not guarantee investment returns and does not eliminate the risk of loss. Investing for short periods may 
make losses more likely. Future returns are not guaranteed. Past performance is not indicative of future results, which may vary. Investors are 
urged to consult with their financial advisors before buying or selling any securities.
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