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What We’re Watching: Key Observations:

On Wednesday, we’ll get the second reading on fourth 
quarter GDP, with the expectation that economic 
growth holds at 3.3% with minimal revisions despite 
recent surprises.

Core PCE is due out on Thursday with the consensus 
anticipating a decline from 2.9% to 2.8%, a move in the 
right direction on inflation but a miss to the upside may be 
taken as confirmation that market pricing of rate cuts is still 
too optimistic. 

 ISM Prices Paid are expected on Friday, last month input 
prices were in focus after surprising to the upside, but it will 
be interesting to see if that trend continues as the January 
data is subject to construction noise.

University of Michigan Consumer Sentiment is slated for 
Friday as well, with the forecast suggesting a flatline in 
sentiment from last month when the gauge moved up 
modestly. 

US equities stalled prior to Nvidia’s upside earnings surprise 
that rekindled market optimism, depicting how deserving 
a select few companies are of current valuations. 

Japan’s Nikkei 225 stock index made a new all-time high, 
its first since 1989, driven primarily by manufacturers and 
the semiconductor-related surge of AI enthusiasm.

Fixed income indices found welcome reprieve last week 
as tighter spreads more than offset higher yields on short-
dated treasury paper.

This is more than business.
This is moving the world forward.
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Stocks: Nervousness Preceding NVDA 
Earnings Proves Unwarranted, Japanese 
Stocks Make First New High Since 1989, 
Chinese Stocks Stage A Comeback As The 
Government Steps Up Support

What Happened Last Week:

Another Upside Earnings Surprise Out Of Nvidia Drives 
Gains For The NASDAQ. Markets struck a cautious tone 
in the first half of the holiday-shortened trading week 
before ultimately marching higher as Nvidia impressed 
on earnings, pushing the S&P 500 up 1.6%. The change in 
sentiment was most apparent for the tech-heavy NASDAQ 
which pivoted from a 1.2% loss midweek to a 1.4% gain by 
Friday. There remains a host of reasons to stay skeptical on 
the short list of mega-cap names that sit atop the index, 
but for Nvidia, specifically, the stock is up over 1,020% since 
the end of 2019, but earnings have grown 1,060% during 
that same timespan. Admittedly this is a cherry-picked 
time frame, but that trend of prices tracking earnings 
shines through in the other top names as well with Apple 
seeing price appreciation of 142% and earnings growth 
of 335%. Artificial Intelligence (AI) is certainly permeating 
markets, at times used to superficially shield disappointing 
results, but select tech names like Nvidia are seeing shifts 
in their business that have translated to earnings. Sell-offs 
and earnings misses are inevitable quarter-to-quarter 
especially as analysts revise estimates higher, but long-
term earnings growth aligns with market optimism. The 
broader semiconductor industry has benefited from the 
rising AI tide surging 2.9% last week and 11.6% since the 
start of 2024.

Record Highs Rolling In Abroad As Japanese Stocks Reach 
Highest Levels Since 1989. The Nikkei 225 made a new 
high for the first time in over 30-years this week, with the 
Index returning 16.8% year-to-date and outperforming all 
other markets up to this point. Gains this week of 1.6% were 
sourced from cyclicals including industrials and financials, 
with chipmakers lumped into the former sector. Currency 

moves have provided a tailwind for Japanese stocks, with 
the yen weakening in the last two-months as it did for most 
of last year, while interest rates remain anchored at current 
levels. That could start to shift should the Bank of Japan begin 
tightening policy, but the country’s recent GDP reading 
indicating a surprise recession introduces new concerns. 
Japan wasn’t alone in making a new high last week as the 
Euro Stoxx 600 also notched a record closing price above 
its 2021 peak. Notably, the record comes during a week 
in which the eurozone index returned just 0.8%. Markets 
appeared content with EU CPI flat for the month at 2.8%, but 
headline numbers could struggle as recent tailwinds from 
disinflation in electricity, gas, and fuel costs dissipate. PMI 
data out of France and Germany last week also left much 
to be desired, and for now we continue to prefer stronger 
fundamental and macro stories as the cheap valuations in 
Europe are simply not enough to interest us. 

Policy Support Pushes Up Equity Prices In China. Chinese 
equities experienced a third consecutive weekly gain after 
washing out at the start of the month, on further government 
intervention in markets. This iteration of support was in the 
form of easing the country’s benchmark for mortgage rates 
and stepping up commitments for equity purchases from 
state-owned investment firms. The reduction in lending rates 
was a surprise move, but again these are minor tweaks 
relative to the colossal task of turning around the housing 
market. The proliferation of small-scale stimulus leaves us 
concerned that equities in the nation could become more 
dependent on cash infusions rather than a more durable 
improvement in investor confidence and potentially 
economic growth. Investors appear to have perked up as 
discussions around China again providing concessions in a 
push to garner international capital have swelled of late, 
but thus far they appear to be listening rather than putting 
capital to work in China.

This is more than business.
This is moving the world forward.
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Bonds: Corporate Spreads Tighten On Robust 
Demand; Japan’s Yield Curve Flattens As 
Front End Rates Rise and Emerging Bonds 
Benefit From High Yield Countries

US Corporate Bond Valuations Rise Further, Regardless 
Of Quality. The Bloomberg Investment Grade Corporate 
Bond Index returned a modest 0.4% on the week as spreads 
tightened to 89bps over Treasurys. Competition to own high 
grade corporate debt has been fierce with deal volume 
surpassing $53B as order books were approximately five 
times oversubscribed compared to last year’s average 
of three times. Concessions continue to grind lower, and 
AbbVie’s $15B offering last week was no exception with 
virtually zero new issuance premium. The debt proceeds 
were supplemental funding for recent acquisitions rather 
than more typical refinancing, another positive indicator 
for credit appetite. High yield credit spreads also narrowed, 
falling by 8bps to 306bps, in line with the high-grade 
index returning 0.4%. These levels are well below historical 
averages but positive signals from the labor market and 
economy make it tough to skip out on the excess yield in 
credit. Higher government bond rates took their toll on the 
front end of the yield curve, but long yields moved sideways 
or lower staying below the technical barrier for now, leaving 
most intermediate and long duration segments unphased. 

Short Rates Rising In Japan On Central Bank Confidence. 
Upward pressure on global short-term rates last week had 
roots in the far east, as Japan’s yield curve flattened on 
wagers the Bank of Japan could be closer to its first hike 
than most developed nations are to their first rate cut. 
Despite the potential roadblock from Japan slipping 
into a surprise recession for the fourth quarter, markets 
anticipate minimal delay with futures still pricing the first 
hike from the BoJ coming in June. FOMC minutes affirmed 
that the Committee may be slower to cut, as the minutes 
emphasized concerns progress on bringing down inflation 
could stall while conceding the Fed funds rate still appear 
to be at its peak. Markets on the other hand may end up 
swinging too far on Fed rhetoric, with futures now pricing 
the first cut in July. We wouldn’t rule out late summer, but an 

over-correct in expectations could whipsaw those looking 
to trade around duration especially should we see better 
inflation prints in the coming weeks. 

Emerging Market Debt Sees Strength Out Of Some Of The 
Riskiest Issuers. Lower rated countries benefited from an 
advance in risk-sentiment within developing country bonds 
as the Emerging Bond Index was one of the best performers, 
rising 0.6% last week. Argentina and Venezuela were the 
headline leaders, as reforms in the former are showing 
signs of uneven progress while J.P. Morgan disclosed a 
plan to reintroduce $53B in Venezuela bonds to its index 
suite. The decision was largely based on loosened trading 
restrictions that could be reactivated should unfair political 
practices reemerge, but the bonds’ nonperforming status 
likely precludes them from inclusion in actively managed 
portfolios until signs of life materialize. Argentina’s bonds 
saw price improvement as eclectic new president Milei’s 
government is instituting stark spending reforms that 
could curb the countries rampant inflation and currency 
devaluation. Morgan Stanley published a note citing 
concern from a political perspective but alluded to signs of 
potential austerity in keeping pacts to balance the budget 
and cut central bank spending entirely. Egypt and Sri 
Lanka experienced price improvements during the week 
as well, while high yield holdings in Africa declined.
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