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LAST WEEK IN REVIEW

Last week stocks declined as a surprisingly hawkish outcome from the Federal Reserve's policy 
meeting, and late-week comments from a Fed official about potentially earlier-than-expected rate 
hikes dragged the Dow Jones Industrial Average lower. The Dow includes many cyclical companies—
those most reliant on economic growth. On the other hand, the tech-heavy Nasdaq Composite index 
posted a much more modest loss. Likewise, the broad market S&P 500 Index declined.

Large-cap equities held up better than small-caps. Growth stocks easily outperformed value as 
investors sold companies in the energy and financials sectors amid fears that the Fed could remove its 
accommodative policies and raise rates sooner than markets had anticipated.

The early part of the week was relatively quiet on subdued trading volumes as investors looked 
forward to the end of the Fed policy meeting on Wednesday. The Fed's post-meeting statement and 
Chair Jerome Powell's press conference were widely viewed as somewhat hawkish. Policymakers 
acknowledged that progress on vaccinations has allowed the economic recovery from the pandemic to 
gain strength, and Powell acknowledged that Fed officials have begun to discuss slowing the central 
bank's bond purchases, the first step toward eventually raising interest rates. Powell said that 
observers could characterize the meeting as "talking about talking about tapering."

Source: Hedgeye.com
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U.S. EQUITY MARKET PERFORMANCE 

Index Friday's Close 
Week Ending 6/18/2021

Friday's Close Week 
Ending

6/18/2021

% Change YTD
Week Ending
6/18/2021

DJIA 33,290.08 -1189.52 8.77%

S&P 500 4,166.45 -80.99 10.93%

Nasdaq 
Composite

14,030.38 -39.04 8.86%

S&P MidCap
400

2,611.92 -140.25 13.24%

Russell 2000 2237.73 -98.08 13.31%

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

The Summary of Economic Projections released after the meeting showed that policymakers now 
expect two rate hikes by the end of 2023, indicating a faster pace of tightening than in earlier 
projections. Powell reiterated that high inflation is likely to be "transitory" but stressed uncertainty 
about the inflation outlook. Some market participants may be concerned that the Fed could be 
undermining its credibility in pursuing its new framework of letting inflation run above 2% to achieve 
full employment without preemptively raising rates. Stocks declined modestly for the day on 
Wednesday.

On Friday, stocks took another leg lower after St. Louis Fed President James Bullard said that he expects 
the Fed's first rate hike in late 2022, before the early 2023 beginning of the tightening cycle that market 
participants expected. Friday's decline affected cyclical stocks the most, and the Cboe Volatility Index 
(VIX) hit its highest level since late May.

US YIELDS & BONDS

US Treasuries were volatile following the Fed policy meeting. The 10-year US Treasury yield increased 
sharply after the Fed meeting on Wednesday before falling on Thursday and Friday. (Bond prices and yields 
move in opposite directions.) Short and intermediate-term Treasury yields experienced more sustained 
increases. The difference in yield on five- and 30-year Treasuries reached a lower level than where it 
started in 2021, a trend that could weigh on financial stocks because banks tend to profit from larger 
spreads between short- and long-term rates.
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US TREASURY MARKETS & WEEKLY YIELD CHANGE

3 Mth: +0.01 bps to 0.03%
2-yr:    +0.10 bps to 0.25%
5-yr: +0.10 bps to 0.74% 
10-yr:  -0.01 bps to 1.44%
30-yr:  -0.13 bps to 2.01%

SOURCE: FOR THE WEEK ENDING June 18, 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 – cont.

According to traders, the investment-grade corporate bond market featured a relatively high level of new 
issuance before the Fed policy meeting. The primary and secondary markets were not as active following 
the Fed meeting. High-yield corporate traders noted that market participants had a generally muted 
reaction to the news from the Fed despite the pullback in equities.

INTERESTING NEWS OVERSEAS

Shares in Europe fell after the US Federal Reserve indicated that it would increase rates earlier than 
previously expected. In local currency terms, the pan-European STOXX Europe 600 Index slid 1.19%. 
Germany’s Xetra DAX Index fell 1.56%, Italy’s FTSE MIB Index declined 1.94%, and France’s CAC 40 Index 
eased 0.48%. The UK's FTSE 100 Index slipped 1.63%.

Core eurozone, government bond yields rose with US Treasury yields after the Fed signaled plans to raise 
interest rates in 2023. However, dovish comments from the European Central Bank (ECB) helped to 
moderate this move. Peripheral government bond yields broadly tracked core markets. However, Greek 
five-year government bond yields turned negative for the first time, reflecting the ECB's plan to continue 
its monthly bond-buying program. UK gilt yields ended higher overall on increased expectations that the 
Bank of England (BoE) would tighten policy after inflation exceeded the bank's target and the Fed's more 
hawkish stance.

Japan's stock markets generated mixed returns for the week, with the Nikkei 225 Index rising 0.05% and 
the broader TOPIX index down 0.38%. The Japanese 10-year government bond yield rose to 0.06%, while 
the yen weakened to JPY 110.23 against the US dollar.

The government announced an easing in some coronavirus restrictions, a little more than a month ahead 
of the start of the Olympics: The state of emergency in nine prefectures is to be lifted, although seven 
areas, including Tokyo and Osaka, could remain under a quasi-emergency state. The move comes as 
infections are declining nationwide, and the rollout of vaccinations is accelerating. However, concerns 
about a resurgence in cases remain, particularly given the spread of highly contagious coronavirus variants.

The Bank of Japan (BoJ) left key policy rate targets and guidance unchanged at its June monetary policy 
meeting, as widely expected. However, it extended the duration of the unique coronavirus financing 
support program by six months to the end of March 2022, giving Japan's vaccination drive more time to 
work. In addition, in a surprise move, the BoJ also announced a measure to support climate change 
mitigation: A new initiative could provide funds for bank lending to climate-friendly businesses. The 
climate change facility will start operating within the year, and the central bank will provide details at next 
month's meeting.
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INTERESTING NEWS OVERSEAS – cont.

Lastly, Chinese stocks recorded their third weekly loss. The large-cap CSI 300 Index fell 2.3%, and the 
Shanghai Composite Index shed 1.8%. Domestic brokerage CITIC Securities reported tighter A-share 
liquidity in June as northbound Stock Connect inflows dried up, while domestic mutual funds 
experienced more significant redemption pressures. New energy vehicle (NEV) stocks rallied on Friday 
after an official at the 2021 China Association of Automobile Manufacturers projected that the NEV 
share of new vehicles would increase from 20% to 30% within five to eight years. Industry data showed 
a NEV penetration rate of 12.0%, a historic high, while domestic NEV sales in May jumped 8.3% from 
April and more than doubled from a year ago.

The yield on China's 10-year government bond rose five basis points to 3.20%. Huarong Asset 
Management, whose financial woes have raised questions about Beijing's willingness to backstop state-
owned companies, was back in the news as the company reportedly plans to sell off several non-core 
assets, according to financial news outlet Caixin. The asset sale should allow Huarong to refocus on its 
business of managing nonperforming assets.

The renminbi (RMB) weakened slightly against the US dollar to end at 6.44 per dollar in currency trading. 
However, China's trade-weighted currency basket, the CFETS index, hovered close to its 2018 high of 98 
and is up 3.0% this year, compared with the RMB's 1.6% gain against the dollar. Unlike other Asian 
countries, most of the shift toward monetary policy normalization has already occurred in China, which 
some analysts believe could help support the Chinese currency ahead of the US policy tightening 
expected to occur later this year.

THE WEEK AHEAD

Investors in the US will turn their attention to the June flash Markit PMI survey, with forecasts
suggesting growth rates in both manufacturing and services sectors remained close to May's all-time
highs due to broader economic reopening and a labor market recovery. At the same time, durable goods
orders likely rebounded in May from April's decline, which was the first since May 2020, while personal
income is seen falling for a second straight month and spending is seen rising at a slower pace.

Other notable publications include the final estimate of first-quarter GDP, alongside existing and new
home sales, Chicago Fed National Activity Index, first-quarter current account, the advance estimates of
goods trade balance and wholesale inventories, and the final reading of Michigan consumer sentiment.

Have a great week.
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