September 13, 2021

WEEKLY MARKET COMMENTARY
What We’re Watching

MARKET UPDATES

September 10, 2021: Recorded Leadership Discussion Featuring: Regions Chief Economist, Chief Investment Officer and Chief
Market Strategist.
September 17, 2021: Join the upcoming live Regions Market Update.

KEY OBSERVATIONS

Stocks: De-Risking Dominates Stateside In Holiday Shortened Week; Japan A Standout Abroad. Domestic equity markets traded with a
downward bias during the holiday-shortened week as the S&P 500, specifically, closed lower each day. The S&P 500 ultimately fell 1.7% on
the week and the Russell 2000 index dropped 2.8%. Trading volume was light, typical for the week following Labor Day, and volatility was
elevated relative to recent levels. The CBOE Volatility Index, or VIX, traded between 17 and 20 most of the week before spiking to 21 on Friday
as demand for put options/hedges increased as ‘risk-off’ took hold into the weekend. Abroad, Japan outperformed Europe. The iShares MSCI
Japan ETF (EWJ) turned out a 1.4% gain from the prior Friday’s close, building on the prior week’s 6% rally following the announcement
that the country’s beleaguered prime minister wouldn’t seek reelection after less than one year in office. While our optimism surrounding
international developed markets has largely been tied to a more constructive outlook for Europe, specifically, a change in power in Japan
could boost investor sentiment/optimism surrounding the country, particularly should even more drastic expansionary monetary or fiscal
measures be adopted to spur growth and inflation.
Bonds: U.S. Treasury Auctions Well Received; ECB Decision Pulls European Sovereign Yields Lower. Long-term U.S. Treasury yields
bumped up against a ceiling of resistance early last week, the 10-year approaching the 1.37%-1.38% area before falling amid strong demand
for 10-year paper at auction mid-week. Following a well-received $38B 10-year auction on Wednesday, the U.S. Treasury auctioned $26.5B
of 30-year paper on Thursday, which also was met with significant interest from abroad. Indirect bidders, typically foreign central banks or
other large foreign entities took down 71% of the 10-year offering and 69% of the 30-year issue, high percentages relative to recent levels
and indicative of continued strong demand for yield from investors abroad. Strong Treasury auction results, along with the European Central
Bank (ECB) announcing a symbolic first step in moving away from COVID-era bond purchases, pulled sovereign yields in the U.S. and the
Eurozone lower on the week.

WHAT WE’RE WATCHING
•

Consumer Price Index (CPI) for August is released Tuesday and is expected to rise 0.4% month over month after a 0.5% uptick in July versus June.

•

U.S. Industrial Production for August is released Wednesday and is expected to have risen 0.45% month over month after a 0.9% month over month rise in July relative to June.

•

The Philadelphia Fed Index for September is released Thursday and is expected to rise to 19.8 from 19.4 in August. The Philly Fed survey is a measure of overall manufacturing
conditions during the month in the Federal Reserve’s Third District. Participants indicate the direction of change in overall business activity as well as measures of activity at
their plants such as employment, working hours, new/unfilled orders, shipment/delivery times, and inventories.

•

The University of Michigan Consumer Sentiment Index for September is released Friday and is expected to rise to 72.0 from 70.3 in August. After a sharp drop in August versus
July driven largely by inflation expectations, this reading will be worth monitoring as further deterioration in consumer sentiment could lead to fears surrounding consumer
spending and ultimately additional downgrades to GDP growth estimates over coming quarters.
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WHAT HAPPENED LAST WEEK?
Stocks: De-Risking Dominates Stateside In Holiday
Shortened Week; Japan A Standout Abroad.
Domestic equity markets traded with a downward bias during
the holiday-shortened week as the S&P 500, specifically,
closed lower each day. The S&P 500 ultimately fell 1.7% on
the week and the Russell 2000 index dropped 2.8%. Trading
volume was light, typical for the week following Labor Day,
and volatility was elevated relative to recent levels. The
CBOE Volatility Index, or VIX, traded between 17 and 20
most of the week before spiking to 21 on Friday as demand
for put options/hedges increased as ‘risk-off’ took hold
into the weekend. Abroad, Japan outperformed Europe.
The iShares MSCI Japan ETF (EWJ) turned out a 1.4% gain
from the prior Friday’s close, building on the prior week’s
6% rally following the announcement that the country’s
beleaguered prime minister wouldn’t seek reelection after
less than one year in office. While our optimism surrounding
international developed markets has largely been tied
to a more constructive outlook for Europe, specifically, a
change in power in Japan could boost investor sentiment/
optimism surrounding the country, particularly should even
more drastic expansionary monetary or fiscal measures be
adopted to spur growth and inflation.
• Every S&P 500 sector ended last week in negative territory,
so the term ‘leadership’ simply meant losing less. Consumer
staples and utilities held up best, each losing less than
0.2%, and were trailed by financial services, consumer
discretionary, industrials, and materials, each falling
between 0.5% and 1% on the week. Recent outperforming
sectors were victims of profit-taking as real estate was the
biggest loser, falling 2.7% on the week, followed by a 2.1%
drop for health care, while both information technology and
communication services fell between 1.5% and 1.75% on the
week.
• After a 5%+ rally in just two weeks’ time, Friday’s swoon
took the small-cap Russell 2000 index 0.1% below its 50-day
moving average. The index’s 200-day moving average awaits
just 1.5% below Friday’s level and is again a key level worth
watching. The Russell 2000 bounced off its 200-day moving
average in August, propelling the index sharply higher, and a
break below that level would be noteworthy. We remain in a
historically weak spot in the calendar into mid-October and
will be monitoring credit spreads for signs that last week’s
risk-off move could persist or accelerate.
• While risk-off took hold stateside last week, emerging
market equities held up surprisingly well, the MSCI EM index
falling just 0.1% on the week despite the ‘safe-haven’ U.S.
Dollar index (DXY) rallying 0.6%. South Korea and Brazil
were notable detractors, with ETFs tracking both countries
falling 3.5% or more on the week. The MSCI EM index’s drop
would have likely been steeper if not for a call that took place
between President Biden and China’s President Xi Jinping
on Thursday evening, the first since February. Relations

between the U.S. and China have been increasingly tense
over recent months, and market participants took the chat
to imply that at least the lines of communication were
open again. Optimists viewed the conversation between
the two President’s as a potentially positive global trade
development, generating a half-hearted bid for Chinese
stocks into the weekend. However, traders will likely be
quick to re-focus on the in-flux regulatory environment in
China and trade around news flow on that front.
Bonds: U.S. Treasury Auctions Well Received; ECB
Decision Pulls European Sovereign Yields Lower.
Long-term U.S. Treasury yields bumped up against a ceiling
of resistance early last week, the 10-year approaching the
1.37%-1.38% area before falling amid strong demand for 10year paper at auction mid-week. Following a well-received
$38B 10-year auction on Wednesday, the U.S. Treasury
auctioned $26.5B of 30-year paper on Thursday, which
also was met with significant interest from abroad. Indirect
bidders, typically foreign central banks or other large foreign
entities took down 71% of the 10-year offering and 69% of
the 30-year issue, high percentages relative to recent levels
and indicative of continued strong demand for yield from
investors abroad. Strong Treasury auction results, along with
the European Central Bank (ECB) announcing a symbolic
first step in moving away from COVID-era bond purchases,
pulled sovereign yields in the U.S. and the Eurozone lower
on the week.
• As noted above, the European Central Bank (ECB)
announced last Thursday that it would scale back its
Pandemic Emergency Purchase Program but provided little
guidance as to what level it would target. The ECB has been
targeting the purchase of €80B of bonds per month as part
of its emergency stimulus program, and speculation is that
it will lower purchases to €70-€75B and stay at that level for
some time. The ECB noted that headline inflation across
Europe is accelerating gradually, and encouragingly, was
expected to upwardly revise its outlook for economic growth
and inflation. The ECB’s announcement was somewhat
expected as hawkish ECB members had been publicly voicing
support to reduce emergency-era stimulus. Notably, despite
the ECB’s upgraded outlook for the Eurozone economy and
inflation expectations, sovereign bond yields across Europe
ended the day sharply lower, as ECB President Lagarde
alleviated building fears that the ECB’s regular monthly
bond purchases would end anytime soon.
• Despite a more ‘risk-off’ tone set by equities last week,
corporate credit was well-behaved. The option-adjusted,
or credit spread over the Treasury curve for the Bloomberg
Barclays U.S. High Yield index closed Friday in-line with
the prior week’s close, highlighting little desire to de-risk
portfolios by trimming positions in lower quality corporate
bonds.
Source: Bloomberg, FactSet

DISCLOSURES
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
damages of any kind relating to such information nor as to the legal, regulatory, financial or tax implications of the matters referred herein. This material is not intended to be investment advice nor is this information intended as an offer or solicitation for the purchase or
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
or sell positions in your investment portfolio. Neither Regions Bank nor Regions Asset Management (collectively, “Regions”) are registered municipal advisors nor provide advice to municipal entities or obligated persons with respect to municipal financial products or the
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
respect to this presentation and any other information, materials or communications provided by Regions, (a) Regions is not recommending an action to any municipal entity or obligated person, (b) Regions is not acting as an advisor to any municipal entity or obligated
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:
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.”
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