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continued its multi-month declines, now at its
lowest level since January 2022.
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Jackson Hole & Jobs

Federal Reserve Chair Jerome Powell’s final speech
at Jackson Hole revealed an important
recalibration at the central bank: While the Fed has
spent much of the last four years in inflation-
fighting mode, it saw the balance of risks to the
economy as shifting to the labor market.

Powell described the labor market as being in a
“curious kind of balance,” with both labor supply
and demand falling at the same time due to
tighter immigration policies, restrictive monetary
policy and economic uncertainty.

Labor Supply and Demand
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This means employment risks are rising even
though the unemployment rate remains low and
near levels that could be considered full
employment. Hiring is slow, and an increase in
layoffs could result in a rapid increase in the
unemployment rate, which could send recession
fears higher. The Fed would like to avoid that if it
can.

Of course, tariff effects are starting to show in the
official inflation data (e.g. the huge upside surprise
to the July Producer Price Index), which makes the
pivot toward jobs a little treacherous. For now,
because the labor market isn't as hot as it once
was, limiting the potential for price hikes to set off a
wage-price spiral, most Fed officials expect the
inflation impact of tariffs to be short-lived.

Portfolio Rotations Emerging

Financial markets largely interpreted Powell's tone
as a signal that the Fed will lower interest rates at
its September meeting: The S&P 500 fell 1.5% during
the week after the hot July PPI release, but Powell's
comments cancelled that out in a single day.

Just as the Fed seems to be gearing up for a
change in strategy, however, investors look to be
teeing up a change of their own. Growth and Al-
sensitive sectors lagged the broader market, while
small-cap stocks handedly beat large-caps for
the first time since November 2024.
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Looking globally, the Dollar Index depreciated 2.2%
versus a basket of major currencies, helping
international markets beat U.S. stocks for the first
time since April.

That dollar weakness, along with demand
concerns and interest rate cut expectations left a
clear impact on commodity markets as well. Gold
and oil moved in opposite directions: Lower real
(i.e. inflation-adjusted) Treasury yields are
generally bullish for a non-yielding asset like gold,
while oil supply continues to outpace demand.

This sort of price action is what a broadening
rotation typically looks like, but whether it lasts
beyond a few weeks remains to be seen.

Performance data quoted represents past performance. Past performance does not guarantee future results. Market
returns will fluctuate, and current performance may be lower or higher than the standardized performance data

quoted.
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