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What We’re Watching: 

U.S. retail sales for June are released Tuesday and are 

expected to have risen 0.6% month over month after a 

0.3% month over month rise in May.

Initial jobless claims for the week ending July 15 are 

released Thursday, as are continuing jobless claims 

for the week ending July 8. Given the focus on labor 

market strength, these data points will likely continue 

to garner investor interest over coming weeks/months. 

The Conference Board publishes its index of leading 

economic indicators for June on Thursday. Leading 

indicators are expected to fall 0.6% month over month, 

a modest improvement from down 0.7% in May. 

Japan’s Consumer Price Index (CPI) for June is released 

Thursday and a 3.3% month over month rise is expected 

after a 3.2% reading in May. With inflation readings 

elevated and with the yield on 10-year Japanese 

Government Bonds again knocking on the door of the 

0.50% ceiling targeted by the Bank of Japan, a shift 

toward less accommodative monetary policy in Japan 

in the back-half of 2023 remains likely, likely leading 

to higher bond yields, a stronger yen, and potentially 

weaker equity prices. 

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



HighlandAssoc.com© 2023 Highland Associates

Transforming Portfolios. Advancing Missions.

Multi-Asset Solutions |Weekly Commentary July 17, 2023

Dollar Drop A Tailwind For Foreign Markets. 

The weaker U.S. dollar contributed in a big way to the lift 

in equity prices abroad as the U.S. Dollar Index, or DXY, 

made a 15-month low in the middle of last week, which 

generated a strong bid for international developed and 

emerging market equities. The MSCI EAFE developed 

markets index gained 4.1% on the week while the MSCI 

Emerging Markets (EM) index rallied 4.9%. The EAFE’s gains 

were generated by broad-based strength out of the 

euro area and U.K., with country indices tied to France, 

Germany, Italy, Spain, and the U.K. each ending the week 

higher by 4% or more. The MSCI Japan index rose 1.2% on 

the week and was a drag on the EAFE after propping the 

index up in recent months. The U.S. dollar’s decline and a 

constructive meeting between Treasury Secretary Janet 

Yellen and her counterparts in China boosted sentiment 

surrounding China, South Korea, and Taiwan, among 

others, lifting the broader MSCI EM index. Secretary Yellen’s 

visit generated optimism surrounding improved relations 

between China and the U.S. while continued weak 

economic data out of China is expected by to be met 

by more aggressive stimulus measures to spur spending 

and consumption, but to what end remains to be seen. 

The weaker U.S. dollar and sharp drop in Treasury yields 

buoyed equities last week, but the 2.2% weekly drop in 

the DXY appears stretched in the near-term, and with the 

10-year Treasury yield ending last week at 3.83%, toward

the lower end of its recent trading range, a reversal in

the dollar and/or yields could be in the cards, potentially

leading to some profit taking in developed and emerging

market stocks over coming weeks.

Stocks: Interest Rates, U.S. Dollar End 
The Week Sharply Lower, Leading To 
Broad-Based Gains With Foreign Markets 
Outperforming.    

What Happened Last Week:

Upward Bias To Equities In The U.S. With Small Cap Stocks 

Leading. There was an upward lift to equity prices in the U.S. 

last week as inflation data cooled more than expected in 

June, leading market participants to conclude with greater 

conviction that the Federal Open Market Committee 

(FOMC) would be finished raising the Fed funds rate for 

good after another 25-basis points hike later this month. 

The U.S. economic soft-landing narrative gaining traction 

led small-cap stocks to outperform large-caps stateside, 

with the Russell 2000 gaining 3.5% versus the S&P 500’s still 

respectable 2.4% weekly return. From a sector perspective, 

communication services was the big winner on the week, 

rising 3.5% as the two largest sector constituents, Meta 

Platforms (Facebook) and Alphabet (Google), rallied 

6.3% and 4.6%, respectively, and the 3rd largest position, 

Activision, surged 9.2% as a U.S. district judge signed off 

on Microsoft’s proposed acquisition of the company. Not 

to be overlooked, the consumer discretionary sector also 

gained 3.2% on the week, propelled by strength out of 

Amazon and Tesla, which together make up over 43% of 

the sector. Notable lagging sectors on the week included 

energy and consumer staples which eked out modest 

gains of 0.8% and 1.1%, respectively. 

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

Equity

Falling Treasury yields and a drop in the U.S. dollar led 

to broad-based gains for stocks, with small-cap stocks 

outperforming large-caps and foreign outperforming 

the U.S. on the week. 

Interest rates fell sharply on cooler than expected 

inflation data, generating a selloff in the dollar and a 

rebound out of developed and developing markets 

abroad. The dollar’s drop may be stretched in the 

near-term, and a reversal could lead to some profit-

taking in stocks.
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Bonds: Treasury Yields Fall As Inflation Data 
Cools More Than Expected, Leading To 
Gains For Holders Of Long-Term Treasuries 
And Corporate Bonds Of All Types. 

Quarterly reporting season kicked off in earnest last Friday 

with three of the ‘Big 4’ banks, J.P. Morgan, Citigroup, and 

Wells Fargo posting quarterly results and kicking things off 

as they do each quarter. The consensus estimate currently 

forecasts that S&P 500 earnings will decline 7.5% in the 

second quarter of 2023 relative to the second quarter of 

2022, thus providing the broader index with a relatively low 

bar to chin from an expectations perspective. 2Q earnings 

are likely to exceed a lowered bar, but we are more 

concerned that estimates for the back-half of ’23 as well as 

for 2024 remain too high, thus, we will be closely watching 

for signs of improved sentiment and forward guidance out 

of corporations this earnings season as a sign that perhaps 

at least full-year ’23 numbers are likely attainable.  

Treasury Yields Fall As Inflation Cools More Than Expected In 

June.  U.S. Consumer Price Index (CPI) for June was released 

Wednesday. Headline CPI rose 3.0% year over year, below 

the 3.1% consensus estimate and well shy of the 4.0% year 

over year reading in May. Perhaps most notably for central 

bankers, core CPI, which excludes volatile food and energy 

prices, rose 4.8% year over year, below the 5.0% estimate 

and the 5.3% reading from May. CPI was widely expected 

to cool year over year, due in large part to inflation rising 

sharply and peaking in June of 2022, allowing for favorable 

year over year comparisons, but June CPI was even better 

than expected. The downshift in year over year CPI is 

encouraging, but we focus more on month over month 

readings, and on that measure both headline and core CPI 

rose just 0.2% month over month, below the 0.3% estimate 

for both. Treasury yields fell sharply on the release as cooler 

inflation readings were viewed as allowing the Federal 

Open Market Committee (FOMC) to take a more measured 

approach over coming months and perhaps only hike the 

Fed funds rate by another 25- or 50-basis points between 

now and year-end. While June CPI is a feather in the cap 

for the Fed, the trend in core CPI, specifically, over coming 

months will be well worth watching to see if it moves lower, 

stabilizes, or reaccelerates, potentially forcing the FOMC to 

tighten monetary policy further.  
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Fixed Income

Hopes for an economic soft-landing may have been 

boosted by cooler June inflation data, but our outlook 

and expectations for the U.S. economy and path 

forward for monetary policy stateside is unchanged on 

the heels of the release.

Credit performed well on the week, with both 

investment-grade and high yield corporate bonds 

rallying alongside stocks, corroborating the move in 

equities and indicating improved investor risk appetite.  

Investment-Grade, High Yield Corporates 
Beneficiaries Of Falling Treasury Yields, 
Improved Soft-Landing Odds. 

The prospect of a less aggressive FOMC lent credibility 

to the economic soft-landing narrative making the 

rounds and boosted prices and demand for investment-

grade and high yield corporate bonds. The Bloomberg 

Corporate index primarily made up of investment-grade 

corporate bonds, as well as the Bloomberg U.S. High Yield 

index each rallied 1.6% on the week, buoyed by falling 

Treasury yields and improved investor sentiment and risk 

appetite. The downward bias to Treasury yields may be 

a bit overdone in the near-term, but over the balance of 

2023 we do expect a downtrend to reassert itself, which 

should benefit investment-grade corporates relative 

to high yield. With that said, over the next couple of 

quarters, we expect corporate bonds, broadly speaking, 

to perform well.  

Earnings Season Is Upon Us Once Again. 
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Emerging Market Debt Remains Attractive. 

Emerging market (EM) debt has performed well year-to-date, 

the J.P. Morgan Emerging Market Bond Index (EMBI) rallying 

4.8% and recouping some of 2022’s loss. Broadly speaking, 

emerging market central banks were quick to raise rates as 

inflation expectations began to rise in the back-half of 2021, 

in stark contrast to developed market central bankers that 

viewed inflationary pressures as transitory or fleeting. Now, 

with inflationary pressures subsiding, many EM central banks 

are contemplating cutting rates to stimulate economic 

growth, moves that could be supportive of strength in some 

EM currencies and allow for a less costly payback of U.S. 

dollar denominated debt as local currencies strengthen. It’s 

notable that the EMBI has averaged a double-digit return 

over the last 20-years following years in which a double-digit 

decline materialized such as last year. Risk management 

dictates a small exposure to EM debt, and we prefer U.S. 

dollar denominated bonds to reduce volatility, but if sized 

appropriately, exposure continues to hold appeal. An 

improved outlook for emerging market economies could 

be a back-half of ’23 story should inflationary pressures 

subside further, and the U.S. dollar continues to weaken, 

but with a 7.6% yield-to-worst on the J.P. Morgan Emerging 

Market Bond Index (EMBI), we believe investors are being 

compensated handsomely to hold on and wait for a 

meaningful improvement in fundamentals. 
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