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Key Observations:

Profit-taking hits stocks, leading to an orderly sell-off 
and modest weekly losses for domestic large-cap 

names. A period of sideways price action or 

consolidation would be a healthy development after 

strong month-to-date gains.

Small-cap stocks lag large-caps on the week, but have 

kept pace month-to-date, an encouraging development 

and indicative of a broadening out of the rally potentially 

supportive of additional upside.

China ramps up stimulus, but investors are 

unimpressed with what they view as steps that 

aren’t aggressive enough to spur growth, leading to 

continued weakness. When allocating to emerging 

markets country selection is of the utmost importance 

as opportunities exist outside of China.

No new news from FOMC Chair Jerome Powell’s 

testimony before the House and Senate last week. A 25-

basis point rate hike remains our base-case for July, 

but we’re less convinced the Fed will raise rates further 

after that.

The Bank of England hiked key policy rates by 50-basis 

points last week as inflationary pressures in the U.K. 

remain elevated. Additional rate hikes are likely 

over coming months.

Core inflation in Japan rose by 4.3% year over year in 

May, its highest reading since 1980. With core inflation 

rising to uncomfortable levels, the Bank of Japan could 

face increased pressure to shift away from its ultra-

easy monetary policy stance over coming months.

What We’re Watching: 

The Conference Board’s Consumer Confidence 

Survey for June is released Tuesday and is expected to 

improve modestly to 103.8 from 102.3 in May.

The Eurozone Economic Confidence Survey for June 

is released Thursday and is expected to deteriorate 

month over month to 95.8 from a 96.5 reading in May.

Eurozone Consumer Price Index (CPI) for June is 

released Friday and is expected to have risen 5.5% 

year over year, down from 6.1% year over year in 

May. Core CPI is also expected to have risen 5.5% 

year over year in June, a modest uptick from a 5.3% 

reading in May.

Personal Consumption Expenditures (PCE), the 

Federal Open Market Committee’s preferred inflation 

gauge, for May is released Friday. Headline PCE is 

expected to rise just 0.1% month over month after a 

0.36% reading in April, while core PCE is expected to 

rise 0.3% month over month after a 0.38% reading in 

April. Year over year, headline PCE is expected to rise 

3.8% while core PCE is expected to rise 4.7%. While 

a sub-4% year over year headline reading would 

be welcomed by the FOMC, a core reading of 4.7% 

would reinforce our view that a rate hike in July is the 

most likely outcome.

This is more than business.
This is moving the world forward.
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Small-Cap stocks Playing Catch-Up Month-
To-Date.

Even after last week’s drop, the small-cap Russell 2000 

index has rallied 4.2% month-to-date and has outpaced 

the large-cap S&P 500’s more than respectable 4% 

gain. However, three-plus weeks of improved relative 

performance, while encouraging, isn’t in isolation cause 

Stocks: June Rally Takes A Well-Earned 
And Much Needed Breather; Small-Caps 
Lag On The Week, But Maintain A Modest 
Month-To- Date Lead.

There was a downward bias to global equity prices last 

week, and the four broader primary indices we track 

declined in an orderly manner and exhibited signs of 

healthy profit taking after sizable month-to-date rallies. 

The large-cap S&P 500 fell 1.3%, the small-cap Russell 2000 

lost 2.8%, the MSCI ACWI ex U.S. index of developed and 

developing markets abroad declined 3.3%, and the MSCI 

Emerging Markets index gave back 3.5%. Domestically, 

there were signs of rotation out of highfliers in the 

communication services and information technology 

sectors early in the week with capital finding a home in 

defensive sectors such as consumer staples and health 

care. All told, there weren’t many discernible trends worth 

noting last week and more than anything, price action just 

exhibited signs of exhaustion and equity prices appeared 

heavy or tired after a sizable month-to-date rally. A period 

of sideways price action or consolidation would be 

beneficial leading up to the start of earnings season in a 

couple of weeks, and with investor sentiment improving 

over the past month, we expect the ‘buy the dip’ crowd 

to pounce on any 3%-5% pullback in the S&P 500.
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to shift capital into smaller companies in a major way. 
Higher for longer interest rates, companies hitting a 
refinancing wall in ’24 that will likely be costly from an 
interest expense perspective, and continued tightness in 
the labor market, lead us to question the durability of the 
recent out performance. Small-caps are attractively 
valued relative to the S&P 500 and relative to their own 
historical valuation metrics, but fundamentals remain in 
question and thus we remain neutral on domestic small 
and mid-cap (SMid) stocks at present. Active managers 
focused on identifying and investing in ‘quality’ small-cap 
stocks are an appealing way to play the space given our 
rate expectations, a choppy and challenging economic 
backdrop, and the wall of corporate debt set to mature in 
the next 12-18 months, which will weigh on heavily 
indebted firms needing to roll existing debt to fund 
operations.

Emerging Markets Lag As Chinese Equities 
Remain Weak.

Last week, China’s central bank cut deposit rates and 

hinted at additional cuts down the road to stimulate 

spending and economic growth, all while U.S./China 

tensions appeared to ebb after U.S. Secretary of 

State Blinken met with Chinese President Xi and both sides 

noted the collegial and constructive tone to discussions. 

However, markets viewed the central bank’s monetary 

policy move as not aggressive enough to move the 

needle on the economic growth front, and any 

goodwill or optimism stemming from Blinken’s visit 

appeared to be short lived as rhetoric and saber rattling 

between the U.S. and China again ramped up late last 

week. Even after falling 3.3% last week, the MSCI China 

index has gained 3.1% month-to-date, but investor 
sentiment surrounding Chinese stocks appears to fall 

somewhere between skeptical and decidedly negative, 

which from a contrarian perspective could be viewed 

as a potential tailwind for Chinese equities, 

specifically, and emerging markets broadly. 

We maintain a neutral allocation to emerging market 

equities as we see the potential risk/reward for the 

asset class as balanced at present with optimism 

surrounding exposures to Brazil, Mexico, India, and 
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some other countries offset by uncertainty and weak 
investor sentiment surrounding China. Active 
management within emerging markets 
remains preferable and recommended as a result.

Bonds: 25-Basis Point Fed Funds Hike In July 
Is Our Base-Case; Elevated Inflation Testing 
Central Banks Abroad.

Federal Open Market Committee (FOMC) Chair 

Jerome Powell gave his semiannual monetary policy 

report in front  of the House Financial Services Committee 
last Wednesday and again in front of the Senate Banking 
Committee on Thursday. In prepared remarks, Chair 
Powell reinforced his stance from the latest post FOMC 
meeting press conference that additional rate hikes are 
likely with inflation remaining well above where it should 
be. Fed funds futures responded by shifting from a 76% 
likelihood of a 25-basis point hike when the FOMC meets 
in July to 80% before ending the week back around 75%. 
A quarter-point hike appears baked in for July, but 
beyond that it’s anyone’s best guess as to how the 
Committee will choose to proceed. With the yield on 3- 
and 6-month Treasury bills in the 5.3% to 5.4% range at the 
end of last week, the market appears to believe the 
FOMC will be done for good after another quarter-point 
rate hike. While that’s our base-case as well given our 
expectation that the economy and labor market will 
continue to soften over coming months, easing 
inflationary pressures along the way, a gulf has again 
developed between the FOMC’s projection of what it will 
do and what the market believes the Fed will do. With the 
FOMC’s credibility still in question and an uncertain 
economic backdrop in place, heightened volatility in 
long-term Treasury yields remains likely.

Long-Term Treasury Yields Remain 
Range-Bound, For Now.

Last week, the 10-year Treasury yield again charted 
higher, closing at 3.80% on Thursday before 
increased demand amid a flight to safety forced 
yields lower into the weekend with a 10-year closing 
at 3.74%.  The 3.75% to 3.85% zone remains well worth 
watching on the 10-year Treasury yield as a break 
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Bank Of Japan Still In Easing Mode, But 
Inflation At A 40-Year High May Spur A 
Policy Shift. 

Core inflation in Japan rose 4.3% year over year in May, 

up from a 4.1% year over year reading in April. The 4.3% 

reading is the highest dating back to 1980 and calls into 

question the sustainability of the Bank of Japan’s yield curve 

control program that caps yields on 10-year Japanese 

Government Bonds at 0.50%. The June inflation reading 

again topping the consensus estimate could spur the BoJ 

to act sooner rather than later, which could contribute to 

upward pressure on sovereign bond yields in the U.S. and 

euro area, specifically.
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break above that range would be noteworthy and 
could usher in a re-test of the 4.10% level which proved 
to be a year-to-date peak in early March. A move of 
that magnitude would likely generate a steep sell-off 
in stocks and investment-grade corporate bonds, 
creating a buying opportunity in the latter.   

Bank Of England Gets Aggressive Amid Signs 
Of Entrenched Inflation.

U.K. inflation in May again exceeded the consensus 

forecast for the 4th straight month, with headline 

inflation coming in at 8.7% year over year, above the 

8.4% estimate. Core inflation rose to 7.1% year over year, 

accelerating from 6.8% year over year in the prior month, 

and the highest reading since 1992. The Bank of England 

(BoE) met last Thursday and raised its benchmark lending 

rate by a larger than expected 50-basis points, taking it 

to 5%. Market participants expect the BoE to ultimately 

raise to 6%, and with the central bank explicitly stating 

that additional policy tightening will be coming, yields on 

short-term U.K. gilts are likely poised to rise further. With 

the 10-year gilt yielding 4.38% at the end of last week, 

the expectation appears to be that the BoE will ultimately 

curb inflation, but it could take some time and the process of 

doing so may lead some ‘things’ to break in the U.K. 

economy. The BoE finds itself in a precarious position as 

economic growth has slowed meaningfully while core 

inflation remains well above target, leading to a weaker 

pound and growing cries of stagflation across the pond. 

The BoE’s hike, and any additional rate increases, will 

likely lead to significant stress in the U.K. housing market 

over coming quarters as borrowers relying heavily on 

adjustable-rate mortgages over the past decade see 

higher monthly payments as these mortgages reset at 

drastically higher levels.
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Regions Bank. The names and marks of other companies or their services or products 

may be the trademarks of their owners and are used only to identify such companies 

or their services or products and not to indicate endorsement or sponsorship of Regions 

or its services or products. The information and material contained herein is provided 

solely for general information purposes. Regions does not make any warranty or 

representation relating to the accuracy, completeness or timeliness of any information 

contained in the newsletter and shall not be liable for any damages of any kind relating 

to such information nor as to the legal, regulatory, financial or tax implications of the 

matters referred herein. This material is not intended to be investment advice nor is this 

information intended as an offer or solicitation for the purchase or sale of any security 

or other financial instrument. Any opinions expressed herein are given in good faith, are 

subject to change without notice, and are only current as of the stated date of their 

issue. Regions Asset Management is a business group within Regions Bank that provides 

investment management services to customers of Regions Bank. Employees of Regions 

Asset Management may have positions in securities or their derivatives that may be 

mentioned in this report or in their personal accounts. Additionally, affiliated companies 

may hold positions in the mentioned companies in their portfolios or strategies. The 

companies mentioned specifically are sample companies, noted for illustrative purposes 

only. The mention of the companies should not be construed as a recommendation to 

buy, hold or sell positions in your investment portfolio. Neither Regions Bank nor Regions 

Asset Management (collectively, “Regions”) are registered municipal advisors nor provide 

advice to municipal entities or obligated persons with respect to municipal financial 

products or the issuance of municipal securities (including regarding the structure, timing, 

terms and similar matters concerning municipal financial products or municipal securities 

issuances) or engage in the solicitation of municipal entities or obligated persons for 

such services. With respect to this presentation and any other information, materials or 

communications provided by Regions, (a) Regions is not recommending an action 

to any municipal entity or obligated person, (b) Regions is not acting as an advisor to 

any municipal entity or obligated person and does not owe a fiduciary duty pursuant to 

Section 15B of the Securities Exchange Act of 1934 to any municipal entity or obligated 

person with respect to such presentation, information, materials or communications, (c) 

Regions is acting for its own interests, and (d) you should discuss this presentation and any 

such other information, materials or communications with any and all internal and external 

advisors and experts that you deem appropriate before acting on this presentation or 

any such other information, materials or communications. Source: Bloomberg Index 

Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance 

L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service

mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license.

Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the

Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this

material, or guarantees the accuracy or completeness of any information herein, or

makes any warranty, express or implied, as to the results to be obtained therefrom and,

to the maximum extent allowed by law, neither shall have any liability or responsibility

for injury or damages arising in connection therewith. Source: Bloomberg Index Services

Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and

its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of

Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg 

or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg

Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material,

or guarantees the accuracy or completeness of any information herein, or makes any

warranty, express or implied, as to the results to be obtained therefrom and, to the

maximum extent allowed by law, neither shall have any liability or responsibility for injury or 

damages arising in connection therewith.”
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