
  

 

My team and I have published about the recent market volatility at StifelInsights.com and in our  
CIO Weekly Insights, including our most recent Market Pulse and Weekly Market Perspectives.  Market 

experts have been focused on a softening job market, weaker manufacturing, and a rate hike in Japan  
as drivers of these market moves.  In this Sight|Lines, we review these catalysts for the recent market 

volatility and explore the potential for breakout markets going forward, in one direction or the other. 

THE TAKEAWAY:  SOFTER ECONOMIC DATA AND A JAPAN RATE HIKE ROIL MARKETS 

We’ve been talking about a slowing consumer and the potential for a market rotation, and recent 

economic data and the market’s reaction reinforce that such a rotation has begun.  In summary: 

• The ISM Manufacturing Purchasing Managers’ Index (PMI) signaled contracting manufacturing 
activity for the fourth consecutive month, and construction spending unexpectedly declined in 

June. 
• The Federal Reserve (Fed) discussed a softening job market at its July meeting, and a recent jobs 

report provided evidence that this may be happening faster than economists had expected. 
• Since mid-July, the S&P 500 declined close to correction territory, with much of the downward 

move in August as this news unfolded. 

• In a classic “flight to quality” move, the 10-year Treasury yield fell, driving bond market returns 
higher. 

• During this period, the Bank of Japan raised its key rate 0.25% to combat inflation, and several 
hedge funds and other investors moved to reverse a “carry trade” involving the yen, amplifying 
the equity market selling pressure and adding to volatility. 

• Six of the “Magnificent Seven” reported second quarter earnings with mixed results, also adding 
to nerves in the markets. 

• Even as markets have stabilized, we look forward to a number of upcoming data releases that 
may serve as future catalysts of another significant market move, possibly negative or positive. 

• Long-term investors will be well served to stay the course, with a focus on rebalancing back to a 

diversified strategy with a focus on quality. 
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IN-DEPTH:  A SOFTENING JOB MARKET AND WEAK MANUFACTRING DRIVE EQUITY MARKERS 
LOWER, WITH INVESTOR REACTION TO A JAPAN RATE HIKE AMPLIFYING VOLATILITY 
The consumer may be slowing, adding to a market rotation, that started in July.  Recent economic data and market 
volatility seem to be reinforcing the rotation.  Going deeper: 

• The ISM Manufacturing PMI signaled contracting manufacturing activity and declining construction spending: 
o The ISM Manufacturing PMI was 46.8, well below 50, signaling a contraction. 
o Construction spending declined 0.3% in June, when an increase of 0.3% was expected. 

• The Fed’s comment about a softening job market was reinforced by the data: 
o The unemployment rate increased from 4.1% to 4.3%. 
o The economy created 114,000 jobs in July, significantly below the forecasted 175,000. 

• In the wake of this news, the S&P 500 declined from July 16 to August 5: 
o The index was down 8.4% over that period, approaching the correction level of down 10%. 

• In a “flight to quality” move, the 10-year Treasury yield fell, and the bond market posted positive returns: 
o This benchmark yield fell from 4.3% on July 24 to 3.7% on August 5. 
o The Bloomberg Aggregate Bond Index posted a positive return of 3% over that period. 

• On July 31, the Bank of Japan raised its key rate by 0.25% to combat inflation: 
o Several hedge funds and other investors moved to reverse a “carry trade” with a notional roughly 

estimated at $200 billion, amplifying the equity market selling pressure and adding to volatility. 
• Six of the “Magnificent Seven” reported second quarter earnings with mixed results, which also added to 

nerves in the markets. 
• Even as markets have stabilized, we look forward to a number of upcoming data releases: 

o The July consumer price index and producer price index reports next week will be in focus: 
§ If inflation remains under control, the Fed may cut rates in September, possibly adding to a 

relief rally for stocks. 
§ If inflation resurges, investors will worry that the Fed won’t cut rates, adding to downward 

equity market pressures. 
o We’ll see retail sales and consumer sentiment and confidence, each a potential catalyst for an equity 

market move.  
o Ultimately, the Fed meeting concluding on September 18 will be in focus, with market experts 

expecting a 0.5% cut at that meeting. 

CONCLUSION 
StifelInsights.com and our CIO Weekly Insights contain some of what we’ve published on recent market volatility, like 
our most recent Market Pulse and Weekly Market Perspectives.  A softening job market and weaker manufacturing 
served as a catalyst for markets to move lower, with hedge funds and other investors responding to a rate hike in Japan, 

adding to the selling pressure.  While markets have stabilized, we’ve identified a number of upcoming data releases 
that can move the market one way or the other.  Long-term investors will be well served to stay the course, with a focus 
on rebalancing back to a diversified strategy with a focus on quality. 
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 

statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein.  Opinions expressed are subject to change without 

notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors.  There is no guarantee that the 

figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, 

release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within.  Past performance is no guarantee 

of future results.  Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index. 

 

Asset allocation and diversification do not ensure a profit and may not protect against loss.  Dollar-cost averaging does not assure a profit or protect against 
a loss.  Investors should consider their ability to continue investing during periods of falling prices.  There are special considerations associated with 

international investing, including the risk of currency fluctuations and political and economic events.  Investing in emerging markets may involve greater risk 
and volatility than investing in more developed countries.  Due to their narrow focus, sector-based investments typically exhibit greater volatility.  Small 

company stocks are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies.  

Property values can fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate 
companies.  When investing in bonds, it is important to note that as interest rates rise, bond prices will fall.  The Standard & Poor’s 500 index is a 

capitalization-weighted index that is generally considered representative of the U.S. large capitalization market.  The S&P 500 Equal Weight Index is the 
equal-weight version of the widely regarded Standard & Poor’s 500 Index, which is generally considered representative of the U.S. large capitalization 

market.  The index has the same constituents as the capitalization-weighted S&P 500, but each company in the index is allocated a fixed weight of 0.20% at 

each quarterly rebalancing.  The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock 
Exchange (NYSE) and the NASDAQ.  The DJIA was invented by Charles Dow back in 1896.  The Bloomberg U.S. 2000 Total Return Index is a float market-cap-

weighted benchmark of the lower 2,000 in capitalization of the Bloomberg U.S. 3000 Index.  The Bloomberg Magnificent Seven Total Return Index is an 
equal-dollar weighted equity benchmark consisting of a fixed basket of seven widely-traded companies classified in the United States and representing the 

Communications, Consumer Discretionary and Technology sectors as defined by Bloomberg Industry Classification System (BICS). 
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