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What We’re Watching: Key Observations:

On Tuesday, the National Federation of Independent 
Business (NFIB) releases its small business optimism survey for 
December which is expected to fall to 101.5 from 101.7 in 
November. 

U.S. Producer Price Index (PPI) for December is released 
Tuesday with PPI Final Demand expected to rise 0.4% month 
over month and 3.5% year over year, compared to 0.4% and 
3.0% readings in November.

U.S. Consumer Price Index (CPI) for December is released 
Wednesday. Headline CPI is expected to rise 0.3% month 
over month, in-line with the November reading, and 2.9% 
year over year, which would be a notable jump from 2.7% 
the prior month. Core CPI, which excludes food and energy, 
is expected to rise 0.2% month over month and 3.3% year 
over year, readings that would fall in-line with the November 
release. After last week’s strong labor market data stoked 
inflation fears, investors may place greater emphasis on 
the December CPI, with a ‘hot’ reading putting additional 
upward pressure on Treasury yields and a ‘cool’ reading 
potentially leading to a ‘sigh of relief’ rally in longer duration 
Treasuries. 

U.S. stock indices continued to bounce around in a narrow 
trading range as rising Treasury yields tamped down 
investor enthusiasm and risk appetite to start the new year. 
Information technology stocks have been most negatively 
impacted by the upward pressure on yields and registering 
outflows as investors have reallocated portfolios away 
from last year’s leaders in the communication services, 
consumer discretionary, and information technology 
sectors and into some of 2024’s laggards such as clean 
energy, oil and gas, and biotechnology stocks.

Market breadth has continued to narrow or deteriorate in 
the new year, but many institutional investors appeared 
to rebalance in the back-half of December, removing 
one potential headwind for stocks we were expecting to 
materialize in January. Sentiment has turned more bearish 
in the last month and with the S&P 500 approaching 
oversold territory, a bounce is increasingly likely. 

Good news on the U.S. economy proved to be bad news 
for holders of higher quality, longer duration bonds over the 
balance of last week as fears of inflation reaccelerating 
led to a sharp move higher in rates/yields. Treasuries 
and investment-grade corporate bonds lagged lower 
quality, higher yielding corporate issues on the week, a 
continuation of what was a durable trend throughout 
much of last year.     
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Stocks: Investors ‘Bottom Fishing’ To Start 
The Year As Some Of 2024’s Laggards Lead; 
Deteriorating Market Breadth Worrisome, But 
Sentiment, Relative Strength Are Contrarian 
Signals Worth Watching; Emerging Markets 
Enter Correction Territory As Dollar Strength 
Drags On. 

What Happened Last Week:

Some Of Last Year’s Laggards Are Outperforming So Far 
In 2025. Industry groups such as clean energy, oil and 
gas, and biotechnology, among others, which performed 
poorly on a relative basis in 2024 have fared better early 
in the new year, while leadership areas including the 
‘Magnificent 7’ have been a mixed bag with some high-
profile names giving ground. This isn’t unusual as January 
has garnered a reputation as being a strong month for 
stocks and as a month for mean reversion with investors 
rotating/reallocating capital out of last year’s winners and 
into some of the underperformers from the prior year to 
take advantage of this strong seasonal lift in the broader 
indices. With leadership shifting in favor of last year’s losers, 
it’s of little surprise that the three best performing factors 
year-to-date have been high beta, high volatility, and high 
short interest. These factors tend to correlate or cluster in 
lower quality segments of the market, and while a rebound 
in some of 2024’s worst performing areas isn’t unusual 
early in the new year, this has coincided with a notable 
deterioration in market breadth, a worrisome sign.

Levels Worth Watching As Market Breadth Continues To 
Narrow. Just 16% of S&P 500 constituents traded above 
their 50-day moving average as of last Friday’s close, while 
49% traded above their 200-day moving average. We 
previously highlighted the 60% threshold for the percentage 
of companies trading above their 200-day as a level that 
needed to hold for us to view the broader market as 
remaining on solid footing, and with that figure now below 
50% with technical damage done, we are on watch for a 
deeper drawdown. The S&P 500 has kicked off the year 
by moving sideways with the index stuck between 5,867 
and 5,975 prior to last Friday’s steep selloff on the blowout 
December payrolls report. Narrowing trading ranges such 
as what we’ve witnessed over the past three or so weeks 

typically are resolved by outsized moves in one direction or 
the other, often in the direction of the prevailing trend, but 
last Friday’s breakdown is a potential character change 
worth watching and could signal further weakness ahead. 
Earnings season kicking off later this week and/or investor 
sentiment improving in the lead-up to inauguration day on 
January 20th could act as positive catalysts for a relief rally 
after the sluggish start to the year. We look for any rally in 
the S&P 500 in the coming weeks to face resistance at the 
50-day moving average of 5,950 and then around the early
December all-time high of 6,090/6,100. On the downside,
the 100-day moving average at 5,820 is worth watching
after Friday’s close just above that number at 5,827. A
break below the 100-day could bring 5,710-5,715 into play
as that was where the S&P 500 traded on Election Day and
a fill of that gap can’t be ruled out. A move down to early
November levels would be a peak-to-trough drawdown of
approximately 6% and might well be enough to draw the
‘buy the dip’ crowd back into the fray.

Stocks Ended ’24 On A Sour Note As Rebalancing, Hedge 
Fund Selling Hit, But Sentiment Is A Potential Contrarian 
Signal Worth Watching.  Institutional investors appeared to 
be in rebalancing mode over the back-half of December, 
with many needing to sell stocks and buy bonds after 
outsized returns were generated in the former asset class 
over the balance of the year. This rebalancing came 
sooner than we expected and pulled forward selling we 
anticipated in January into December, which could serve 
to limit downside in the coming month(s). Sentiment is worth 
monitoring as the release of the American Association of 
Individual Investors (AAII) survey from January 8 continued 
to point toward more investors turning negative on the 
intermediate-term (6 month) outlook for stocks with just 
34.7% ‘bullish,’ below the historical average of 37.5% and 
a notable drop from 40.7% when the survey was taken on 
December 18. The S&P 500 is also approaching oversold 
territory with a relative strength index (RSI) reading below 
40 after last week’s pullback. A reading of 30 is generally 
considered ‘oversold,’ while a reading of 70 is considered 
‘overbought,’ so we’re fast approaching oversold territory 
as bulls run for the hills. Fewer bulls and oversold conditions 
lead us to expect a bounce in the S&P 500 in the near-term 
as these are signs that sentiment is getting so bad that it 
becomes a tailwind.
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Emerging Market Indices Enter Correction Territory But 
Exporters Gain Despite Dollar Strength. The U.S. dollar 
strengthening in the fourth quarter and into the new 
year has left the MSCI Emerging Markets Equity index in 
correction territory, 11.6% off its October high and down 
1.6% year-to-date. Dollar strength shaved roughly 5.6% off 
the MSCI EM Index’s return last year as the prospect of more 
protectionist trade policies in the U.S. weighed on prices 
for stocks in developing markets. China remains at the 
center of the trade fight as another curb on semiconductor 
exports from the U.S. into the country came down the pike 
last week, contributing to the 6.7% year-to-date decline 
in the MSCI China Index. Headline risk remains alive and 
well for emerging markets, but select exporters appear set 
to take advantage of the recent currency movement as 
rotation into undervalued nations has generated positive 
returns for South Korea, Brazil, and Mexico, among other 
2024 laggards, early in the new year. The Latin America 
40 Index currently trades at just 8.5 projected next twelve 
months earnings with a free cash flow yield of 13.3%. These 
are similar valuation metrics to those in place at the end of 
2022 which set that Index up for a 33% return in 2023. 2025 
is far from a perfect parallel, but these metrics capture just 
how cheap these stocks are and that bifurcation in the 
underlying country exposures could be an active managers 
dream in the coming year. 

Bonds: Treasury Yields Move Higher As 
Strong Economic Data Stokes Inflation Fears, 
But The 10-Year Yield Encounters Resistance 
And Reverses Lower; FOMC Now Expected 
To Cut The Funds Rate By Just 25-Basis Points 
This Year; Room For Credit To Get Cheaper 
As Issuance Picks Up. 

10-Year Treasury Yield Back To April 2024 Levels With
Inflation In Focus. The 10-year U.S. Treasury yield continued
its ascent last week, rising 15-basis points to close at
4.759%. This is a noteworthy move, but equally as notable
is the fact that despite a series of encouraging economic
data releases (ISM Services, December Nonfarm Payrolls)
pointing toward continued upward pressure on inflation,
the 10-year still failed to close convincingly above 4.75% as
buyers appeared willing to step in at that level. We have
long viewed the 4.70%/4.75% area as crucial resistance

for the 10-year yield and floor of support for the price of 
those bonds, and last week’s price action reinforces the 
view that a break above that zone would potentially bring 
5% or above into play in relatively short order. The market 
reaction to new Treasury supply last week could be 
described as a mixed bag with and heavily dependent 
upon the maturity of each issue as short- to intermediate-
term bonds received a yawn from investors while 30-year 
paper was well-bid by direct bidders, primarily institutional 
investors and insurance companies, which took down an 
above average 20.7% of the issue. A craving for longer-
term paper appears to be driven by a mix of limited 
supply of the long-term bonds coming to market, and with 
a 5% yield too boot, as well as some short covering as the 
momentum behind the recent sell-off fades.

Economic Data Points Toward Continued Upward Pressure 
On Prices, Inflation. A series of economic data releases 
last week put continued upward pressure on U.S. Treasury 
yields. Monday, the Institute for Supply Management (ISM) 
Services Index for December was released, with a headline 
reading of 54.1 showing modest growth/improvement 
over the 53.5 reading in November. But investors seemed 
to key off the sizable jump in the prices paid component of 
the index which spiked to 64.4 during the month from 57.5 
the prior month and pointed toward continued upward 
pressure on prices and inflation in the coming months. On 
the labor front, we received the Job Openings and Labor 
Turnover Survey (JOLTS) for November which showed just 
shy of 8.1 million jobs open, above the consensus estimate 
of 7.74 million. To cap off the week, the December Nonfarm 
Payrolls report released Friday showed 256k jobs were 
created during the month, well above the 165k estimate. 
Taken together these data points are good news for the 
U.S. economy but are bad news for higher quality, longer 
duration bonds as they point toward additional upward 
pressure on prices/inflation in the coming months, leaving 
us with the opinion that the path of least resistance for 
Treasuries yields is likely still higher from here.  

Credit Getting ‘Richer’ In The New Year, But Sustainability 
Of The Move Remains In Question. The Bloomberg U.S. 
Corporate High Yield Index fell 0.2% last week as Treasury 
yields rose, and credit spreads widened ever so slightly. 
This more measured move comes after credit spreads 

Multi-Asset Solutions | Weekly Commentary

This is more than business.
This is moving the world forward.

January 13, 2025

Transforming Portfolios. Advancing Missions.



HighlandAssoc.com© 2025 Highland Associates

Multi-Asset Solutions | Weekly Commentary

This is more than business.
This is moving the world forward.

IMPORTANT DISCLOSURES: The content and any portion of this newsletter is for personal use only and may not be reprinted, sold 

or redistributed without the written consent of Regions Bank. Regions, the Regions logo and other Regions marks are trademarks 

of 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.”

Transforming Portfolios. Advancing Missions.

January 13, 2025

H I G H L A N D  A S S O C I AT E S

2 5 4 5  H I G H L A N D  A V E N U E  S O U T H

S U I T E  2 0 0

B I R M I N G H A M ,  A L A B A M A  3 5 2 0 5

P. ( 2 0 5 )  9 3 3 - 8 6 6 4

F. ( 2 0 5 )  9 3 3 - 7 6 8 8

 B I R M I N G H A M

 S T  L O U I S

 M I N N E A P O L I S

compressed/tightened by 13-basis points since the start of 
the year as a December selloff brought down valuations and 
yields climbed into year end. Notably, the knee-jerk response 
out of high yield bonds to the release of the minutes from 
the FOMC’s December meeting last Wednesday leaves 
us with the impression that investors are less than certain 
about where spreads will go from here, even with yields 
north of 7.5% expected to entice buyers on any weakness. 
Taking stock of 2024 issuance, we saw a substantial uptick 
in borrowing over the last 12-months that appears set to 
continue as street estimates are suggesting issuance could 

trend higher if merger activity rises and firms tap debt mar-
kets to make deals. To date, 2025 issuance is a modest 
$3.3B, but new waves of issuance could provide a valu-
able gauge of demand and, by extension, the direction 
of travel for spreads over the course of the year. Refinanc-
ing activity can push out near-term maturity walls, and if 
defaults hold at current levels around historical averages, 
spreads have room to normalize (i.e. widen) somewhat 
given last week’s landing spot of 2.74% which stands well 
below the 3.04% median for last year.


