
  

During the pandemic, we, other industry participants, and the Federal Reserve (Fed) discussed 

“distortions” in the data, like the significant job losses, high inflation, and the quick, deep 

decline of economic growth and subsequent recovery. These days, we’re now talking about data 
“normalization,” seeing various data series finally settle back around levels more consistent with 

those seen before the pandemic. We see that happening with the labor market and inflation, 
even as the Fed prepares for its June meeting next week. In this Sight|Lines, we share an update 

on the labor market and inflation – the two pillars of the Fed’s dual mandate – and how these 

results may influence the Fed policy decision next week and interest rates going forward. 

THE TAKEAWAY: NO FED CUT EXPECTED, EVEN WITH A FIRM LABOR MARKET 
AND COOLER INFLATION 

Recent data gives the Fed reason to begin its rate-cut cycle, but investors say no. In summary: 

• Job openings are holding up reasonably well, with some metrics settling below pre-
pandemic levels, and others showing greater strength compared to that period. 

• While a little elevated compared to the very strong labor market right before the 
pandemic, unemployment remains well below the 10-year pre-pandemic average. 

• The Job Openings and Labor Turnover Survey (JOLTS) Quits Rate, which measures worker 
confidence to leave for another position, has settled to levels consistent with pre-
pandemic norms. 

• Wage growth remains firm, one potential inflationary force. 

• The consumer price index (CPI) cooled in May, and over the last four months, levels are 
below the Fed’s 2% target. 

• The producer price index (PPI) was also up 0.1%, but the levels over the last four months 
were negative, so well below the Fed’s 2% target, on average. 

• Personal consumption expenditures (PCE) in April also showed inflation cooling. 

• Despite a firm job market and cooling inflation, the Fed is expected to keep rates steady. 
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IN-DEPTH: MARKET PARTICIPANTS SEE NO FED CUT NEXT WEEK, DESPITE THE LABOR 
MARKET HOLDING FIRM AND INFLATION COOLING 

Investors are not expecting a Fed rate cut next week, despite data around the two parts of the Fed’s dual mandate 
– labor and prices – giving them ample reason to do so. Going deeper: 

• Job openings are holding up, but were mixed compared to the 10 years before the pandemic: 
o JOLTS job openings were 7.4 million in May, well above the 5.0 million pre-pandemic average. 
o May nonfarm payrolls cooled to 139,000, below the 183,000 pre-pandemic average. 
o ADP payrolls increased by just 37,000 in May, well below the pre-pandemic average of 168,000. 

• Unemployment remains well below the 10-year average before the pandemic: 
o May unemployment of 4.2% is well below the pre-pandemic average of 6.2%. 

• JOLTS quits, a measure of worker confidence, was 2% in April, in line with the 10-year pre-pandemic 
average. 

• Wage growth remains firm:  
o The May reading was 0.4%, with a year-over-year level of 3.9%, both above the 10-year pre-

pandemic levels of 0.2% month over month and 2.4% year over year. 
• Various inflation measures are showing inflation cooling, nearing the Fed’s 2% target: 

o The CPI was 0.1% in May, averaging an annualized rate of 1.4% over the last four months. 
o Core CPI, which excludes food and energy, had risen 2.0% over those periods. 
o The PPI was 0.1% in May, averaging an annualized rate of -0.1% over the last four months. 
o Core PPI levels (ex-food and energy) were 0.1% and 1.1% over those periods. 
o PCE grew 0.1% in April, with an annualized 2.1% over the last three months. 

• The Fed is expected to keep rates steady, even with a firm job market and cooling inflation: 
o Fed funds futures are showing a 100% probability rates will remain unchanged next week. 
o Fed officials continue to reinforce their intention to hold rates steady, given uncertainty around 

trade, tariffs, fiscal, and regulatory policies. Atlanta Fed President Raphael Bostic recently said: 
§ “Given the elevated uncertainty, I continue to believe the best approach for monetary 

policy is patience. The economy remains broadly healthy, giving us space to wait and see 

how heightened uncertainty affects employment and prices.” 

CONCLUSION 
During the pandemic, industry participants talked a lot about data “distortions,” including the labor market, 
inflation, and economic expansion. The focus has now shifted to “normalization,” with much-watched data finally 
settling back to levels seen before the pandemic. Two categories – the labor market and inflation – are in keen 
focus, as they represent measures of the two components of the Fed’s dual mandate. And, despite a still-firm 
labor market and cooling inflation, investors expect the Fed to hold rates steady at its meeting next week. Interest 

rates are expected to stay higher for longer. 
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 

statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without 
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the 

figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, 
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within.   
 

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international 
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility 

than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks are 
typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can fall 

due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When 

investing in bonds, it is important to note that as interest rates rise, bond prices will fall. Investing involves risks, including the possible loss of principal 
invested. Past performance is no guarantee of future results. The Standard & Poor’s 500 index is a capitalization-weighted index that is generally considered 

representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on 
the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE index (Europe, Australasia, and 

the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding 

the U.S. and Canada. VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the implied 
volatility of S&P 500 index options. Index returns include the reinvestment of dividends but do not include adjustments for brokerage, custodian, and 

advisory fees. The small business optimism index is compiled from a survey that is conducted each month by the National Federation of Independent 
Business (NFIB) of its members. The index is a composite of ten seasonally adjusted components based on questions on the following: plans to increase 

employment, plans to make capital outlays, plans to increase inventories, expect economy to improve, expect real sales higher, current inventory, current job 

openings, expected credit conditions, now a good time to expand, and earnings trend. Indices are unmanaged and are not available for direct investment. 
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