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What We’re Watching: Key Observations:

The July Producer Price Index (PPI) is released Tuesday. 
Headline PPI is expected to rise 0.2% month over month, in-
line with the June reading, and 2.2% year over year, which 
would be a significant deceleration from 2.6% year over year 
growth in June. PPI is a gauge on wholesale prices and is 
worth watching as PPI flows through into prices of finished 
goods and will impact Consumer Price Index (CPI) and 
Personal Consumption Expenditure (PCE) in future months. 

The July Consumer Price Index (CPI) is released Wednesday. 
Headline CPI is expected to rise 0.2% month over month, 
above the -0.1% reading from June, and 3.0% year over 
year, in-line with the June figure. Core CPI, which excludes 
volatile food and energy prices, is expected to rise 0.2% 
month over month versus 0.1% last month, and 3.2% year 
over year, below the 3.3% June reading. While not the 
FOMC’s preferred inflation gauge, CPI will likely be closely 
watched by market participants as a potential indication of 
what to expect when PCE is released at the end of August. 

The University of Michigan Consumer Sentiment Index for 
August is released Friday and is expected to rise/improve 
to 68.5 from 66.4 the prior month. Given economic growth 
concerns centered around a cooling labor market, this 
reading is worth watching as a gauge on how the U.S. 
consumer is currently feeling about the availability of jobs, 
inflation, and other measures.  

U.S. large cap stocks remained volatile but ended the 
week little changed as a sharp selloff early in the week 
reversed course as buyers began to step in to pick up 
shares of recent laggards in the energy, financial services, 
industrials, and information technology sectors, among 
others. Defensive sectors that had garnered inflows in 
recent weeks as investor risk appetite waned, specifically, 
health care and utilities, were notable underperformers.

Japanese stocks swung wildly over the balance of the 
week as volatility in the Japanese yen persisted, and 
with Bank of Japan (BoJ) Governors forfeiting credibility 
by sending mixed messages to markets, sentiment 
surrounding Japan’s economy and Japanese stocks 
could persist for some time.   

Poorly received 10- and 30-year Treasury auctions on 
Wednesday and Thursday put upward pressure on bond 
yields, and if economic growth fears continue to subside 
on better than feared initial jobless claims in the coming 
weeks, prices of Treasury bonds could fall further. Notably, 
riskier higher yielding corporate bonds outperformed 
higher quality investment grade issues on the week, 
despite what was a general risk-off tone to the market. 
Corporate bonds, both investment grade and below 
investment grade, remain relatively appealing versus 
Treasuries at present, and can provide valuable income 
and diversification benefits. 
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Stocks: U.S. Large Cap Stocks Attempt 
To Rally, But Bottoming Is A Process And 
Will Take Time; Small Caps Selloff Despite 
Earnings Surprises; Japan’s Stock Market, 
Currency Likely To Remain On Shaky 
Ground.

What Happened Last Week:

U.S. Large Caps Tread Water After A Tough Three Week 
Stretch, But The Bottoming Process Will Take Time.  After 
three consecutive weeks of negative returns over which 
time the S&P 500 lost 4.7%, the index continued to chop 
around in a wide trading range last week before ending little 
changed. The communication services, energy, financial 
services, industrials, and information technology sectors 
outperformed while recent leaders such as consumer 
staples, health care, real estate, and utilities all lagged. 
The price action of the last week is a step toward repairing 
some of the technical damage done of late, but investor 
risk appetite is unlikely to return in a big way in the next few 
weeks, leaving the S&P 500 in no man’s land at present. 
When the market opened sharply lower last Monday the 
S&P 500 was 9% below its mid-July all-time high, but after 
trending higher over the balance of the week, the index 
closed 6% below that level. This is notable as historically 
the S&P 500 has experienced two 10%-plus corrections per 
year and, while painful, the most recent pullback has still 
fallen short of that threshold. Our suspicion is that bears 
won’t give up easily and may try to make another run at 
a true correction in the coming month(s) as the August 
through October stretch in presidential election years has 
been historically weak for stocks. They tend to peak or top 
because of events such as the unwind of the Japanese yen 
carry trade, while bottoming is a process that takes time, 
sometimes weeks, perhaps longer. Pullbacks often follow a 
similar path or pattern with an initial ‘whoosh’ or sharp drop 
on high trading volume over two to three trading days, 
followed by an oversold bounce with selling into strength, 
then a period of backing and filling to find a durable floor 
of support. We could be early in stage three as Thursday’s 
2.3% S&P 500 bounce held into the weekend, and with little 
in the way of potential market moving data in the next 
two weeks, this would be a logical spot for backing and 

filling to take place. The S&P 500 could mark time trading 
between its 50-day (5,446) and 200-day (5,032) moving 
average leading up to the Kansas City Fed’s Jackson Hole 
Symposium on August 24-26 and Nvidia’s quarterly report 
on August 28, and both events could prove market moving. 

Small Caps Slip Further Despite Positive Earnings Surprises. 
U.S. small cap stocks saw profit taking in the first full week of 
August as risk appetite waned and the S&P 600 broke below 
its 50-day moving average, which may now become a 
ceiling of resistance. Recent momentum in smaller company 
stocks faded for the second consecutive week with the 
S&P Small Cap 600 down 1%, with a 3.1% decline Monday 
putting the index behind the 8-ball for the remainder of the 
week. The recent weakness in small caps flies in the face 
of fundamentals as roughly 90% of the S&P 600 has now 
reported quarterly results with an 11.0% upside earnings 
surprise, indicating small companies have been judiciously 
managing costs as sales growth remains challenging. 
Earnings breadth has also been healthy with nine out of the 
eleven sectors topping the consensus earnings estimate. This 
leads us to conclude that small caps could be primed and 
ready to benefit should investor sentiment and risk appetite 
improve, as is often the case following a market correction 
and/or economic reacceleration.

Rollercoaster Ride For Japanese Stocks Is Likely To 
Continue. Japan’s Nikkei 225 opened last Monday down 
10.7% from Friday’s close as the unwind of the carry trade 
(borrowing in the lower yielding Japanese yen, converting 
it into U.S. dollars and investing in riskier assets such as stocks 
and cryptocurrencies) continued to rattle markets. However, 
after beginning the week on a sour note, the Nikkei staged 
a comeback, rebounding 9.2% on Tuesday and Wednesday 
as a Deputy Governor from the Bank of Japan (BoJ) calmed 
markets by stating that so long as markets remain unstable 
and volatile the BoJ would not raise rates. These remarks 
served to weaken the Japanese yen and the Nikkei 225 fell 
a modest 2.3% on the week. The BoJ will likely need to raise 
rates in the coming quarters, but to what degree remains 
uncertain as the central bank will likely need to closely 
monitor the U.S. economy. A soft-landing scenario in the U.S. 
would benefit central bankers here and in Japan as rate cuts 
out of the FOMC would be more gradual and provide the 
BoJ with some breathing room. Conversely, signs of a more 
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pronounced economic slowdown here would lead to calls 
for more drastic policy action with more rate cuts priced 
in between now and year-end, which would likely weaken 
the U.S. dollar versus the yen, complicating matters for the 
BoJ as they would need to tighten policy but by doing so 
would risk the yen appreciating in a material way, weighing 
on Japan’s export-heavy economy. The BoJ is in a tough 
spot and market participants will likely put pressure on them 
to do more in the coming months, with volatility in the yen 
and Japanese equities likely to persist as a result.   

Bonds: Treasury Yields Bounce Amid Weak 
Auction Results, Fading Economic Growth 
Fears; 10-, 30-Year Treasury Auctions Poorly 
Received As Buyers Balk At Lower Yields; 
Higher Yielding Corporate Bonds Outperform 
Higher Quality Issues On The Week.

Buyers Balk At Lower Yields Leading To Weak 10- And 30-
Year Auction Results. The U.S. Treasury came to market 
with $42B of 10-Year notes on Wednesday and found 
lackluster demand. The bid-to-cover was just 2.32 times, 
the lowest reading since December of 2022 and the dealer 
community was forced to take down 17.8% of the issue, 
the highest percentage since April. The 10-year auction 
was followed by $25B of 30-Year bonds on Thursday, and 
the results were no better for bond bulls. The bid-to-cover 
on the 30-year auction was 2.31, or the 2nd lowest since 
November of 2023, and dealers took down 19% of the 
issue, the highest percentage since November of 2023 and 
the 2nd highest percentage dating back to December of 
2021. With Treasury yields falling sharply in recent weeks, we 
were closely monitoring these auctions for signs of waning 
demand on the part of pensions and insurance companies, 
and that appears to have been the case. With economic 
slowdown fears easing as initial jobless claims from the prior 
week came in below the consensus estimate, a 4%-plus 
10-year yield may be necessary to draw deep pocketed
buyers back in the coming months.

Treasury Yields Bounce As Initial Jobless Claims Fall, Easing 
Economic Growth Concerns. In recent weeks, a series of 
data points appeared to show signs of a rapidly cooling, 
if not cracking labor market, which is why we viewed last 
Thursday’s release of initial jobless claims for the week 

ended August 3rd as potentially market moving for stocks 
and bonds. Initial claims for unemployment insurance for 
the week came in at 233k, below the 240k estimate and 
the 250k reading from the prior week, calling into question 
the narrative that the labor market was rapidly cooling, 
and that U.S. economic growth was set to slow materially 
in the coming months. Initial and continuing jobless 
claims will be closely monitored by investors for signs of 
deterioration in the labor market and potentially the U.S. 
economy, but we continue to see signs the labor market is 
normalizing, not cracking, and continue to expect 1.5% to 
2% GDP growth in 2024. 

Higher Quality Corporate Bonds Lag As Treasury Yields 
Move Higher. Investment-grade (IG) corporate bonds, 
which closed out July on a high note, came under pressure 
last week as better than feared jobless claims and weak 
Treasury auctions forced yields on longer duration bonds 
higher. Investment grade corporate bonds felt that sting 
more than most, the Bloomberg U.S. Corporate index 
falling by 0.7% on the week, giving back around one-
third of the prior week’s gain despite credit spreads 
narrowing over that period. Higher quality corporate 
bond valuations, broadly speaking, may be unappealing 
relative to historical norms, but the index yields 60-basis 
points above the Bloomberg Aggregate while carrying 
a duration of just over 7 years, versus the Agg at just 
above 6 years. Investors can clip a higher coupon from 
IG corporates while still benefiting from a modest drop in 
Treasury yields, assuming yields don’t drop sharply on rising 
recession fears.

High Yield Bond Spreads Widen, Then Narrow As Cheaper 
Valuations Attract Buyers. A sharp jump in volatility last 
Monday put downward pressure on prices of riskier-
assets and high yield corporate bonds were no exception 
as the index’s option-adjusted spread (OAS), or credit 
spread, rose by 22-basis points to 381-basis points over like 
maturity U.S. Treasury bonds. Investors who blinked likely 
missed Monday’s selloff in high yield as buyers stepped in 
and valuations tightened over the balance of the week 
with the OAS closing out the week at 339-basis points 
and the High Yield index eked out a 0.2% gain. Monday’s 
brief spread widening in high yield resulted in a shuttered 
primary market as no new paper priced until Wednesday 
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lack of liquidity early last week. Limited supply and 
borrowing restraint by lower-quality issuers increases the 
appeal of high yield corporate bonds and improves the 
fundamental outlook and given our view that the U.S. 
economy remains on sound footing, we remain neutral 
on this segment of the fixed income market. 

before issuance rebounded to $5.7B over the back-half of 
the week as issuers rushed to take advantage of the pause in 
volatility and fall in Treasury yields. Corporate borrowers that 
front loaded new issuance ahead of the FOMC meeting were 
left to ponder if they should have waited until after the fact 
to issue debt at even lower yields, but delaying coming to 
market by even a week would have been perilous given the


