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What We’re Watching: Key Observations:

‘Magnificent 7’ member and $3.5T semiconductor 
behemoth Nvidia is set to report quarterly earnings after 
the market closes Wednesday. Nvidia’s guidance is likely to 
dictate the near-term direction for U.S. large cap stocks due 
to the stock’s sizable weighting within the S&P 500 as well as 
what it could portend for the broader artificial intelligence 
(AI) theme and related areas.   

Initial jobless claims for the week ended November 16 and 
continuing claims for the week ended November 9 are 
released Thursday.

U.S. Purchasing Managers Index (PMI) for November is 
released Friday with the Services PMI expected to rise to 
55.3 from 55.0 in October, while the Manufacturing PMI is 
expected to also rise to 48.8 from 48.5 the prior month. A 
reading above 50 is indicative of expansion or growth, while 
a reading below 50 indicates contraction. 

Profit taking hit U.S. stocks as market participants took 
chips off the table after a sizable post-election rally 
pushed many stocks into overbought territory. Large-caps 
outperformed small- and mid-cap (SMid) on the week 
and domestic indices fared better than markets tied to 
developed and developing countries abroad. 

Even after pulling back on the week, the S&P 500 remains 
on firmer footing from a breadth perspective than country 
indices tied to developed markets abroad. With the U.K.’s 
FTSE 100, German DAX, CAC 40 in France, and Japan’s 
Nikkei 225 all seeing a significant narrowing of leadership 
in recent weeks, professional investors needing to play 
catch-up with benchmarks into year-end are likely to do 
so via U.S. large-cap stocks, likely leading to a widening of 
the performance gap between U.S. stocks and the rest of 
the world over the next six or so weeks. 

The 10-year U.S. Treasury yield made another push higher 
on the week but again encountered resistance around 
the 4.50% level as buyers stepped in to take advantage 
of the back-up in rates. This was the 10-year yield’s 3rd 
attempt to break above the 4.50% level since May, 
reinforcing our view that this remains the key level worth 
watching for fixed income investors and a close above 
4.50% could bring 4.75% into play in short order. 

This is more than business.
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Stocks: Profit-Taking Hits U.S. Stocks As 
Investors Take Some Chips Off The Table 
After Last Week’s Post-Election Rally; 
Deteriorating Breadth Measures For 
Developed Markets Abroad Cause For 
Concern; Broad-Based Weakness Across 
Emerging Markets As Dollar Strength, Trade 
Uncertainty Weigh.

What Happened Last Week:

U.S. Large-Cap Stocks Pare Gains Amid Overbought 
Conditions With Nvidia Earnings On Deck. The S&P 500 
traded sideways for most of last week before selling pressure 
intensified into the weekend with the Index closing out the 
week 2% lower. Putting last week’s decline into proper 
context, the S&P 500 is still higher by 2.9% month-to-date 
and sits less than 3% below its all-time high. After staging an 
impressive post-election rally, many U.S. large cap stocks 
reached overbought territory, so we view last week’s 
pullback as little more than a much-needed healthy and 
orderly pullback. ‘Magnificent 7’ member Nvidia is slated 
to post quarterly results this week and could go a long way 
toward determining whether the S&P 500 challenges its all-
time high or tests support at its 100-day moving average 
around 5,640 prior to December.

Technical Backdrop Deteriorating For International 
Developed Stocks. The MSCI EAFE underperformed the 
S&P 500 for the sixth time in the last seven weeks after a 
2.5% weekly drop as a rising U.S. dollar (USD) and global 
trade uncertainty have market participants reducing 
exposure to this segment of stocks. At the same time, the 
Japanese yen has been trading in lockstep with the USD in 
recent weeks and fell to ¥155 to one USD last week which 
partially offset the slump in the country’s equity market, 
but investors remain hesitant to buy into Japanese stocks 
as the Bank of Japan (BoJ) is increasingly likely to step in 
to support the currency. The yen’s rapid decline relative 
to the dollar in recent weeks could force the central bank 
into action, weighing on Japan’s export-driven economy 
and Japanese stocks which account for roughly 25% of 
the developed international benchmark. Valuations for 
Japanese equities have improved since the yen carry 

unwind shook out traders in early August, but paltry breadth 
statistics are reason for more caution at this point as only 
44% of Nikkei 225 constituents are trading above their 200-
day moving average. The technical landscape is equally as 
concerning for euro area exposures in the MSCI EAFE index 
as both the U.K. FTSE 100 and German DAX have less than 
50% of constituents above their 200-day moving average 
and for France’s CAC 40 less than 30% of index constituents 
can make that claim. It’s increasingly difficult to see near-
term upside in international developed stocks until we get 
more clarity on the trade front, and as a result we see little 
in the way of upside catalysts through the end of the year 
at a minimum.

Broad-Based Weakness For Emerging Markets As A Post-
Election Fog Sets In. Weakness in equity markets tied to 
developing economies was broad based last week, but 
Asia Pacific nations were the biggest laggards due to 
uncertainty around the potential impact of U.S. trade 
policy shifts. Country indices tied to China, Taiwan, and 
South Korea each declined by 4% or more, pulling the 
MSCI Emerging Equity index lower by 4.4% on the week with 
emerging market currencies continuing to fall against the 
greenback. Regarding China specifically, there are signs 
that prior stimulus efforts are reaching consumers as retail 
sales reached its highest level of the year last week, but 
future stimulus could be held in reserve to act as an offset 
for additional tariffs levied down the line. Emerging market 
currencies, broadly speaking, have fallen back to levels 
seen before staging a sizable rally in August and September, 
a sharp reversal that could be running out of steam as the 
EM currency index rarely stays in its current oversold state for 
very long. While we see signs that the U.S. dollar could fall 
from overbought levels and provide a near-term reprieve for 
stocks tied to the developing world, the trade-related ‘fog’ 
currently hovering over EM is likely to remain well into 2025 
and as a result we are incrementally less constructive on 
developing market stocks abroad until some clarity on this 
front can be found.
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Bonds: Treasury Yields Resume Their Ascent 
As Uncertain Trade Policy, Sticky Inflation 
Spurs Selling; High Quality Corporate Bonds 
End The Week Modestly Cheaper As A Flurry 
Of Issuance Forces Credit Spreads Wider. 

10-Year U.S. Treasury Yield Rises, Retests Resistance In The
4.45%/4.50% Zone As Trade Uncertainty, Deficit Concerns
Dominate. Long-dated U.S. Treasury bonds rallied post-
election with yields moving lower and bond prices moving
higher as political uncertainty subsided. But the move
lower in yields proved short-lived as last week was a rough
one for investors in higher quality bonds as Treasury yields
resumed their ascent with investors turning their attention
to uncertainty on the trade/tariff front and what it might
imply for the inflation outlook and the budget deficit in the
coming quarters and years. Markets rarely give an investor
very long to either sell a top or buy a bottom, and with
this being the 10-year’s 3rd attempt to break above the
4.45%/4.50% zone since May, we suspect it will ultimately
do so and could make a run at 4.75%, which could prove
problematic for stocks and longer duration bonds until
yields stabilize.

October Inflation Data Comes In As Expected With ‘Core’ 
Measures Stubbornly Sticky. The October U.S. Consumer 
Price Index (CPI) was released Wednesday and was 
followed by the Producer Price Index (PPI) on Thursday. 
Headline CPI rose 0.2% month over month and 2.6% year 
over year, in-line with expectations, while core CPI rose 
0.3% month over month and 3.3% year over year, in-line 
with estimates and the prior month’s readings. Headline 
PPI rose 0.2% month over month which was in-line with 
expectations, but the year over year reading was a 
touch hotter at 2.4% versus the 2.3% estimate and was 
well ahead of the 1.9% reading from September. Core PPI 
excluding food and energy rose 0.3% month over month 
and 3.1% year over year with both reading 0.1% above the 
consensus estimate. Both the October CPI and PPI ‘core’ 
readings remained sticky, and with PPI ultimately flowing 
into CPI in the coming months, inflation readings are likely 
to remain above the FOMC’s 2% target for the foreseeable 
future. Fed funds futures placed around an 80% probability 
on a 25-basis point cut in December on the heels of the CPI 

and PPI releases, up from closer to 58% prior, but reversed 
course on hawkish remarks made by FOMC Chair Jerome 
Powell and ended the week placing a 62% probability on 
a cut next month. We still expect another quarter-point 
cut in December, but a pause after can be easily justified 
by the Committee as it awaits more data on the state of 
the labor market and inflation before easing policy further.

Credit Spreads Drift Higher As Corporate Debt Issuance 
Ramps Up. Investment grade borrowers were eager to float 
new debt issues last week, making up for lost time by topping 
dealer estimates by over $10B as the pre-election lull turned 
into a rush to tap capital markets. In total, issuers floated 
$45B in new bonds over just four trading days as bond 
markets took Veteran’s Day off, bringing month to date 
issuance to $47B, or put another way 95% of November’s 
new paper came last week alone. With that in mind, the 
modest spread widening witnessed should have been 
expected, especially after spreads tightened meaningfully 
over the two weeks prior. With the credit spread over the 
Treasury curve for the Bloomberg U.S. Corporate Index 
landing at 77-basis points by weeks’ end, high grade credits 
appear ‘rich’ based on that metric, but in the last 20-years 
valuations have been as low as 51bps, making it difficult 
to say spreads can’t grind tighter. Tighter valuations could 
be problematic, but the index yield-to-worst of 5.25% and 
growing government debt burden should keep demand 
for high quality corporate bonds robust.
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