January 24, 2022

WEEKLY MARKET COMMENTARY
What We’re Watching

MARKET UPDATES

January 21, 2022: Recorded Leadership Discussion Featuring: Regions Chief Economist, Chief Investment Officer and Chief
Market Strategist.
January 28, 2022: Join the upcoming live Regions Market Update.

KEY OBSERVATIONS

Stocks: Weakness Persists Amid Monetary Policy Uncertainty. Global equities have kicked off the new year on shaky footing, but that’s been especially true
in the U.S., largely due to heightened uncertainty surrounding the path forward for monetary policy. Year-to-date, the S&P 500 is lower by 7.7% and is now
8.7% below its intra-day record high reached on January 4. Weakness in growth stocks has been particularly pronounced year-to-date, exhibited by the 12.2%
decline in the Russell 1000 Growth index which has underperformed the Russell 1000 Value index by 8.5% in just three weeks’ time. Expectations for fed funds
rate hikes have shifted meaningfully since December as the fed funds futures market was pricing in two or three quarter-point hikes this calendar year and
in just one month’s time is now projecting four or potentially five in ‘22. We expect volatility in stocks and interest rates to persist as clarity surrounding how
aggressive the FOMC will need to be in normalizing monetary policy is likely to be lacking for months to come, leading investors to frequently reassess what
they are willing to pay for longer duration growth stocks. Abroad, the MSCI ACWI ex U.S. Index is lower by 2.1% year-to-date after selling off into the weekend
and, in what is perhaps the biggest surprise so far in the new year, the MSCI Emerging Markets (EM) Index is higher by 1%. At the country level, the United
Kingdom has been a standout performer within developed markets, while Brazil and China have contributed to EM’s gain.
Bonds: Yields On Long-Term U.S. Treasuries Back to Pre-COVID Levels; Corporate Credit Reasonably Well-Behaved Despite Risk-Off Tone. Last Tuesday,
the 10-year U.S. Treasury yield closed at 1.87%, its highest closing yield dating back to January 8, 2020, and the 30-year yield closed at 2.18% on the same
day, its highest closing yield since January 23, 2020. Upward pressure on bond yields to start the year has been a global phenomenon as the 10-year German
bund yield made a run at 0.00% mid-week before catching a bid into the weekend, ultimately ending the week at -0.07%. From a positioning perspective,
market participants started the year shorting U.S. Treasuries in a big way, betting on lower prices and higher yields, and had been pressing those bets over
recent weeks, which served to intensify the move higher in yields globally. However, last Friday, the 10-year U.S. Treasury yield fell 7 basis points to close the
week at 1.76% as market participants bought Treasuries as economic growth concerns made the rounds, while others moved to take profits by covering short
positions in advance of this Wednesday’s FOMC meeting. We expect interest rate volatility to persist as market participants parse FOMC Chair Jerome Powell’s
post-meeting comments for clues as to just how aggressive the Committee may ultimately be when attempting to normalize monetary policy over coming
quarters.

WHAT WE’RE WATCHING
•

The Conference Board’s Consumer Confidence Survey for January is slated for release Tuesday and is expected to fall to 110.5 from 115.8 in December.

•

The Federal Open Market Committee (FOMC) will hold a closely monitored meeting on Wednesday. Fed funds futures are now pricing in between four and five quarter-point rate hikes in ’22, and market
participants will undoubtedly parse Chair Jerome Powell’s post-meeting comments for any indication as to how the Committee plans to proceed once the tapering of bond purchases wraps up in March.

•

Preliminary Durable Goods Orders for December are released Thursday and are expected to fall 0.35% month over month after rising 2.6% in November versus October.

•

December Personal Consumption Expenditure (PCE), the FOMC’s preferred measure of inflation, is slated for release Friday. PCE for December is expected to show a 0.4% rise relative to November after
rising 0.61% in November versus October. Core PCE, which excludes volatile food and energy prices, is expected to have risen 0.44% in December after a 0.46% rise in November relative to October.

•

The University of Michigan Consumer Sentiment Index for January will be released Friday and is expected to fall to 68.3 from 68.8 in December.
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WHAT HAPPENED LAST WEEK?
Stocks: Weakness Persists Amid Monetary Policy Uncertainty.
Global equities have kicked off the new year on shaky footing,
but that’s been especially true in the U.S., largely due to
heightened uncertainty surrounding the path forward for
monetary policy. Year-to-date, the S&P 500 is lower by 7.7%
and is now 8.7% below its intra-day record high reached on
January 4. Weakness in growth stocks has been particularly
pronounced year-to-date, exhibited by the 12.2% decline in
the Russell 1000 Growth index which has underperformed the
Russell 1000 Value index by 8.5% in just three weeks’ time.
Expectations for fed funds rate hikes have shifted meaningfully
since December as the fed funds futures market was pricing in
two or three quarter-point hikes this calendar year and in just
one month’s time is now projecting four or potentially five in
‘22. We expect volatility in stocks and interest rates to persist as
clarity surrounding how aggressive the FOMC will need to be in
normalizing monetary policy is likely to be lacking for months
to come, leading investors to frequently reassess what they
are willing to pay for longer duration growth stocks. Abroad,
the MSCI ACWI ex U.S. Index is lower by 2.1% year-to-date after
selling off into the weekend and, in what is perhaps the biggest
surprise so far in the new year, the MSCI Emerging Markets (EM)
Index is higher by 1%. At the country level, the United Kingdom
has been a standout performer within developed markets,
while Brazil and China have contributed to EM’s gain.
• International equity indices have fared well on a relative basis
year-to-date as they skew more toward cyclical, ‘old economy’
sectors that can potentially benefit from higher interest rates,
while having less exposure to secular growth sectors such
as information technology that see valuations compress as
rates rise. We remain constructive on Europe, specifically, and
earnings estimates for Eurozone equities have trended higher
early in the new year, which, if sustained, could continue to act
as a magnet for capital from the U.S. over coming quarters.
• Last Tuesday, technology behemoth Microsoft (MSFT)
announced a $68.7B all-cash acquisition of video game maker
Activision Blizzard (ATVI). Microsoft paid a nearly 50% premium
to the previous closing price for Activision, a move highlighting
just how much cash large and mega-cap technology companies
have on hand and can potentially deploy as growth stock
valuations come down to more attractive levels. M&A
activity may at some point provide support for valuations for
unprofitable small and mid-cap technology companies, but
with a valuation reset ongoing, potential acquirers are likely to
be in no rush to rummage through the bargain bin.
• The American Association of Independent Investors (AAII)
survey taken on December 29, 2021 showed 37.7% of
respondents were “bullish,” on stocks over the next six months,
just shy of the 38.0% average “bullish” reading since 1987. Fast
forward to last Wednesday’s survey release, and there has been
a pronounced shift in sentiment as just 21.0% of respondents
were “bullish,” while 46.7% were “bearish.” Notably, the July 30,
2020 survey was the last time the percentage of respondents
that were “bullish” was below 21%, and the S&P 500 is higher by
38% since that date. We view sentiment indicators such as the
AAII survey as nice to know, not need to know, but at extremes
such as last week’s reading, they can act as a decent contrarian
indicator, and in this case, a potentially positive one for equity
bulls. Sentiment swings such as this are what contrarian

investors like to see as market bottoms are often elusive until
everyone throws in the towel and there is no one left to get
“bearish.” Notably, last Thursday, both the S&P 500 and Russell
2000 attempted to rally, but were unable to hold onto gains,
ultimately closing sharply lower on the day. Thursday’s price
action leads us to believe this was little more than a short
covering rally amid oversold conditions, not long-only investors
adding to or initiating positions. Among other indicators, we’re
on the lookout for a spike in the CBOE Volatility Index, or VIX,
above 30 to indicate that sentiment is washed out and that the
S&P 500 is sufficiently oversold and that the bottoming process
has run its course.
Bonds: Yields On Long-Term U.S. Treasuries Back to PreCOVID Levels; Corporate Credit Reasonably Well-Behaved
Despite Risk-Off Tone.
Last Tuesday, the 10-year U.S. Treasury yield closed at 1.87%, its
highest closing yield dating back to January 8, 2020, and the 30year yield closed at 2.18% on the same day, its highest closing
yield since January 23, 2020. Upward pressure on bond yields
to start the year has been a global phenomenon as the 10year German bund yield made a run at 0.00% mid-week before
catching a bid into the weekend, ultimately ending the week
at -0.07%. From a positioning perspective, market participants
started the year shorting U.S. Treasuries in a big way, betting
on lower prices and higher yields, and had been pressing those
bets over recent weeks, which served to intensify the move
higher in yields globally. However, last Friday, the 10-year U.S.
Treasury yield fell 7 basis points to close the week at 1.76% as
market participants bought Treasuries as economic growth
concerns made the rounds, while others moved to take profits
by covering short positions in advance of this Wednesday’s
FOMC meeting. We expect interest rate volatility to persist as
market participants parse FOMC Chair Jerome Powell’s postmeeting comments for clues as to just how aggressive the
Committee may ultimately be when attempting to normalize
monetary policy over coming quarters.
• It’s been a rough start to the year for investors in investmentgrade and high yield corporate bonds as the Bloomberg
Corporate Index is already lower by 2.5% and the Bloomberg
U.S. High Yield Index has fallen 1.5%. Waning demand for riskier
bonds comes as little surprise given the impact that uncertainty
surrounding FOMC policy over the coming year has had on
stock prices and riskier assets broadly. Prior to last Friday
anyway, credit spreads had been well behaved as the bulk of
the damage done to corporate credit had been caused by the
sharp rise in Treasury yields year-to-date. However, as yields on
long-term Treasuries fell sharply last Friday amid a broader riskoff move across markets, the option adjusted, or credit spread
over the U.S. Treasury curve for the Bloomberg U.S. High Yield
Index moved higher by 14 basis points on the day, and the yieldto-worst (YTW) on the index rose 12 basis points to 4.83% - a
level last seen in November of 2020. Given our expectation that
defaults will remain low this year, higher yields should draw
buyers back into corporate debt, but given the historical linkage
between stocks and high yield bonds, investors may wait for
signs of stabilization in stocks before stepping in.

Source: Bloomberg, FactSet
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The content and any portion of this newsletter is for personal use only and may not be reprinted, sold or redistributed without the written consent of Regions Bank. Regions, the Regions logo and other Regions marks are trademarks of Regions Bank. The names and marks
of other companies or their services or products may be the trademarks of their owners and are used only to identify such companies or their services or products and not to indicate endorsement or sponsorship of Regions or its services or products. The information
and material contained herein is provided solely for general information purposes. Regions does not make any warranty or representation relating to the accuracy, completeness or timeliness of any information contained in the newsletter and shall not be liable for any
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sale of any security or other financial instrument. Any opinions expressed herein are given in good faith, are subject to change without notice, and are only current as of the stated date of their issue. Regions Asset Management is a business group within Regions Bank that
provides investment management services to customers of Regions Bank. Employees of Regions Asset Management may have positions in securities or their derivatives that may be mentioned in this report or in their personal accounts. Additionally, affiliated companies
may hold positions in the mentioned companies in their portfolios or strategies. The companies mentioned specifically are sample companies, noted for illustrative purposes only. The mention of the companies should not be construed as a recommendation to buy, hold
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issuance of municipal securities (including regarding the structure, timing, terms and similar matters concerning municipal financial products or municipal securities issuances) or engage in the solicitation of municipal entities or obligated persons for such services. With
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person and does not owe a fiduciary duty pursuant to Section 15B of the Securities Exchange Act of 1934 to any municipal entity or obligated person with respect to such presentation, information, materials or communications, (c) Regions is acting for its own interests,
and (d) you should discuss this presentation and any such other information, materials or communications with any and all internal and external advisors and experts that you deem appropriate before acting on this presentation or any such other information, materials
or communications. Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its
affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the accuracy or completeness
of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith. Source:
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