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Last Week This Morning
-

-

10 Year Treasury back up to key level of 1.62%
o German bund up to -0.20%, matching its highest level in two years
2 Year Treasury unch at 0.16%
LIBOR at 0.11%
SOFR at 0.01%
Q1 GDP came in at 6.4% vs forecasted 6.7%
Household income spiked a record 21.1% on the back of that stimmy
Consumer confidence has hit a post-pandemic high
o Consumers expect inflation to rise 3.4% over the next year
Future inflation expectations hit an eight-year high
o But the flip side to that is the expectation is still just 2.50%
Europe’s economy contracted by 0.6% in Q1, serving as a gentle reminder that the US will face
headwinds as it detaches from the global recovery
o It’s also a solid reminder that aggressive federal intervention is paying off—the price of not
doing something was higher than the headline price tag
First round pick Najee Harris hosted a draft party at the homeless shelter he frequently lived in as a
kid. Steeler Nation is going to love this guy.
The Eagles landed Devonta Smith! Before I could update my spite site, however, Howie blew it again
and forgot to draft help in the secondary. This culminated with a hilariously awkward interaction
with Director of Player Personnel Tom Donahoe, clearly frustrated with the pick. Your 2021 Eagles
ladies and gentlemen!

FOMC Recap
Snoozefest.
Five FOMC members expect FF to approach 1.0% in 2023, but the median is still 0%. Note how even in the
“longer run”, expectations are about 2.50%.
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But it accomplished what Powell hoped – the market backing out a hike it had priced into 2023. Like we said
last week, don’t fight the Fed.
Core PCE, the Fed’s preferred measure of inflation, came in slightly below expectations at 2.3%. Powell’s
belief that inflation this year will be transitory is based largely on how much it has struggled to consistently
break through 2.0%.

Source: Bloomberg Finance, LP

At the FOMC meeting last week, Powell said it is not yet the time to begin discussing tapering of bond
purchases. A few days later, Dallas Fed President Kaplan disagreed.
My money is on the August Jackson Hole gathering for the first public comments about tapering, at least by
Powell.

Goldilocks Jobs Report
Big labor report due Friday. Last month, you may recall that the economy added more than 900k jobs vs the
forecasted 600k.
Economists have adjusted expectations and are forecasting 968k jobs added and a 5.7% unemployment rate
on Friday. Powell said he would like to see a “string” of incredibly strong reports before the Fed would start
considering tapering (not hiking rates).
That’s what makes Friday’s report so interesting. If the report shows more than 1mm jobs added last month,
the market may conclude Powell will have to consider tapering earlier. Rates climb.
Paradoxically, if the number is too strong, the market may fear it will cause the Fed to remove
accommodation too early and there could be a flight to safety. Rates fall.
The market wants a goldilocks number. This is why traders get paid the big bucks.
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10 Year Treasury
Two weeks ago, after the 10T had pushed back below 1.62%, we theorized that it was a temporary shortcovering and that eventually the market would start loading up again. It was like pressing the reset button.
With an accommodative Fed meeting, that’s exactly what happened last week. The Fed is going to keep
encouraging risk appetite, so traders start betting on higher yields.
The Citi Surprise Index measures how far from expectations does actual data come in. As you can see below,
data continues to surprise to the upside. This is a big reason why markets keep piling into short positions.

Source: Bloomberg Finance, LP

But…as expectations catch up to reality (eg, 900k jobs report), there becomes a greater likelihood that data
will “disappoint,” even if it’s still strong.
I continue to believe there is some risk that rates fall if reality fails to live up to the “everything going
perfectly” expectations the market has priced in.
Bloomberg Rates team (who you should listen to instead of me) is still calling for a 2.30% 10 Year Treasury by
year end.
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High side resistance: 1.75%-ish, then 1.90%
Low side support: 1.53%-ish, then 1.47%

Week Ahead
Friday’s job report will be the big headline data point for the week. Tom Donohoe might be showing up in
next month’s unemployed numbers following his dustup with Howie.
I think rate swings will be muted until Friday’s report, with a possible exception being Wednesday’s ADP
report. Markets use that as a leading indicator to the real report, even though time and time again it has
been demonstrated to have no correlation.
Fed speakers will also be fine-tuning messaging after last week’s meeting.
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