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LAST WEEK IN REVIEW

Last week the major indexes ended lower, but the S&P 500 Index and Nasdaq Composite reached new 
intraday highs at midweek before falling back. In addition, the small-cap Russell 2000 Index 
underperformed for the third consecutive week, further surrendering its leadership over the large-cap 
S&P 500 Index for the year-to-date period. Finally, traders I spoke with noted that market activity was 
generally subdued despite the unofficial kickoff of the second-quarter earnings reporting season. Last 
week, 21 S&P 500 companies reported results, according to Refinitiv.

Growth and inflation data appeared to remain in the spotlight during the week. Stocks fell back on 
Tuesday, following the release of data showing that headline and core (excluding food and energy) 
consumer prices had jumped 0.9% in June, roughly twice consensus estimates (but the Fed is telling us 
not to worry). It was the fastest 12-month increase in the core rate (4.5%) since 1991. Surging used-car 
prices were again responsible for about one-third of the increase, but consumers broadly felt the 
inflationary pressures—food prices increased 0.8% in the month, and gasoline prices rose 2.5%. On 
Monday, the New York Federal Reserve reported that year-ahead inflation expectations had reached 
4.8%, the highest on record in data going back to 2013.

Fed Chair Jerome Powell's scheduled testimony before Congress on Wednesday and Thursday may 
have blunted the negative impact of the inflation data on markets. While acknowledging that the 
recent spike in inflation was more extensive than he expected, Powell repeated his view that inflation 
pressures are temporary and "substantial further progress is still a ways off" regarding the Fed's 
employment and inflation goals. Before raising short-term interest rates, the Fed is widely expected to 
begin tapering asset purchases designed to keep downward pressure on long-term rates. On Thursday, 
Chicago Fed President Charles Evans voiced concern about tapering too early, warning it could 
undercut the Fed's objectives.
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U.S. EQUITY MARKET PERFORMANCE 

Index Friday’s Close 
Week Ending 

7/16/2021

Weekly (+/-) 
Point Change

7/16/2021

% Change YTD
Week Ending

7/16/2021

DJIA 34,687.85 -182.31 13.33%

S&P 500 4,327.16 -42.39 15.20%

Nasdaq 
Composite

14,427..24 -274.68 11.94%

S&P MidCap
400

2,6.16.96 -89.46 13.45%

Russell 2000 2,163.24 -116.76 9.54%

Source: Bloomberg. This chart is for illustrative purposes only and does not represent the performance of any 
specific security. Past performance cannot guarantee future results.

U.S. – MARKETS & ECONOMY 

Last week's economic data were mixed relative to expectations. Manufacturing output contracted 
slightly in June, mainly due to carmakers' trouble finding chips. However, an index of manufacturing 
activity in the New York region hit a record high, reflecting strength in both new orders and shipments. 
In addition, weekly jobless claims hit a new pandemic low of 360,000, in line with expectations.

Retail sales rose 0.6% in June, well above consensus expectations for a 0.4% decline. Sales outside of the 
volatile auto sector—which the global chip shortage has restrained—increased 1.3%. The Commerce 
Department data showed the clear impact of the reopening of the economy, with consumers shifting 
purchases away from home goods and toward restaurants, leisure, and apparel. However, stocks fell 
back later Friday morning after the University of Michigan's preliminary gauge of consumer sentiment 
fell back to its lowest level since February, primarily driven by inflation worries. "Consumers’ complaints 
about rising prices for homes, vehicles, and household durables...reached a record,” according to the 
survey’s lead researcher.

LAST WEEK IN REVIEW – cont.

Source: Hedgeye.com
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US TREASURY MARKETS & WEEKLY YIELD CHANGE

3 Mth 0.00 bps to 0.04%
2-yr:   +0.01 bps to 0.22%
5-yr: -0.02 bps to 0.77% 
10-yr:  -0.07 bps to 1.29%
30-yr:  -0.07 bps to 1.92%

SOURCE: FOR THE WEEK ENDING July 16, 2021. BLOOMBERG. YIELDS ARE FOR ILLUSTRATIVE PURPOSES ONLY AND DO NOT REPRESENT THE 
PERFORMANCE OF ANY SPECIFIC SECURITY. YIELD CHANGES ARE FOR ONE WEEK. PAST PERFORMANCE CANNOT GUARANTEE FUTURE 
RESULTS.  

US YIELDS & BONDS

Last week the yield on the benchmark 10-year US Treasury note jumped briefly following the release of 
the retail sales data but ended lower for the week as a whole. (Bond prices and yields move in opposite 
directions.) Despite the rally in Treasuries, the broad municipal bond market was little changed over most 
of the week. Municipal bond traders reported that demand was strongest for issues with shorter call 
structures and maturities under 10 years as investors sought to limit their exposure to interest rate risk.

Traders also observed balanced flows and relatively muted secondary trading volumes in the investment-
grade corporate bond market. Overnight activity increased throughout most of the week before a retracing 
in rates sidelined investors. As a result, credit spreads—the extra yield offered over Treasuries and an 
inverse measure of the sector’s relative appeal—closed wider toward the end of the week as new issuance 
rose sharply.

Tuesday’s upside inflation surprises weighed on sentiment in the high yield market, according to our 
traders. Later in the week, broader risk markets were generally weaker as the dovish tone of Powell’s 
semiannual testimony to Congress raised concerns about the strength of the economic recovery.

Source: WSJ.com
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INTERESTING NEWS OVERSEAS 

Last week shares in Europe fell on concerns that the increase in coronavirus cases could derail an 
economic recovery. Some market participants also worried that central banks might tighten monetary 
policy sooner than expected to quell inflation. In local currency terms, the pan-European STOXX Europe 
600 Index ended the week 0.64% lower. Major European stock indexes also declined. France’s CAC 40 
Index slid 1.06%, Italy’s FTSE MIB Index slipped 1.03%, and Germany’s Xetra DAX Index weakened 0.94%. 
The UK’s FTSE 100 Index tumbled 1.60%.

Core eurozone, government bond yields, fell, mostly tracking the move in US Treasury yields, as US Federal 
Reserve and European Central Bank (ECB) officials reaffirmed the view that inflationary pressures would 
prove to be transitory. Concerns about the rapidly spreading delta variant of the coronavirus also weighed 
on yields. Peripheral eurozone bond yields broadly tracked core markets. However, UK gilt yields ended 
roughly flat, as higher-than-expected inflation and hawkish commentary from two Bank of England 
policymakers offset some of the downward pressure on yields from the move in US Treasuries.

ECB President Christine Lagarde said in an interview with the Financial Times newspaper that next week’s 
Governing Council meeting would focus on changing guidance on interest rates after adopting a new 
inflation target last week.  She also said she did not expect “unanimous consent” at policy meetings 
“because there will be some variations, some slightly different positioning.” However, she stressed the 
importance of incorporating the new framework’s requirement that policy should be “especially forceful or 
persistent” when interest rates are close to the lower bound. So in layman’s terms, the ECB is moving the 
goalpost because they can’t hit their targets.

Japan’s stock markets registered modest gains for the week, with the Nikkei 225 Index up 0.22% and the 
broader TOPIX Index gaining 1.04%. Tokyo was placed under its fourth coronavirus state of emergency, 
lasting until August 22 and covering the duration of the Olympic Games, as part of the government’s 
efforts to contain a resurgence in COVID-19 infections. The capital registered its highest daily count in new 
cases since January during the week. Against this backdrop, the yield on the 10-year Japanese government 
bond fell slightly to 0.02%, while the yen was broadly unchanged at JPY 110.04 against the US dollar.

Lastly, at its July meeting, the Bank of Japan (BoJ) left short- and long-term interest rates unchanged and 
voted unanimously to maintain its asset purchase program, as was widely expected. The central bank 
guided for the continuation of qualitative and quantitative easing with yield curve control—as it aims to 
achieve its price stability target of 2% inflation—for as long as it is necessary to maintain that target in a 
stable manner.

The BoJ’s Outlook for Economic Activity and Prices report showed some revisions to the central bank’s 
economic forecasts. Estimates for gross domestic product were revised downward to 3.8% in fiscal year 
(FY) 2021, from 4.0% in April, and upward to 2.7% in FY 2022, from the previous 2.4%. The projected rate 
of increase in consumer prices for FY 2021 is faster, mainly due to higher energy prices. The BoJ said that if 
the vaccine rollout accelerates and pent-up demand for services consumption materializes relatively early, 
economic activity could improve by more than expected.

THE WEEK AHEAD

Investors in the US will turn their attention to the preliminary Markit PMI survey for July, with forecasts
suggesting the private sector activity growth slowed for a second straight month from May's record high. A
weaker-than-expected reading would add to signs that the global recovery may have peaked and could
start to moderate going forward. Other notable publications include building permits and housing starts,
existing home sales, Chicago Fed National Activity Index, and NAHB Housing Market Index.



Have a great week.
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THE WEEK AHEAD – cont. 

On the corporate front, the second-quarter earnings season continues, with reports to watch, including 
those from IBM, Netflix, Intel Corp, Twitter, Snap, Johnson & Johnson, Coca-Cola Co, Philip Morris 
International, American Express, Verizon Communications, AT&T, and Schlumberger.

mailto:info@lcpwealth.com
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