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Market Volatility Picked up Significantly Late in February as a Steady Rise in Yields Reached a Fever Pitch, Sending Equities Sliding from Record Levels

Since the middle of January, investors have been forced to contemplate the impact on the outlook of an ebbing pandemic and advancing vaccine rollout, improving
economic data, a Fed committed to accommodation, and lawmakers inclined to unleash another round of significant federal stimulus. That story continued to be the main
driver of markets throughout February. The seven-day average for new cases averaged 95k compared with 207k in January and had dropped from 151k to 67k by month's
end. The number of COVID-19 hospitalizations declined in each day of the month, falling to 47k by the end of the month, a low back to October. Encouragingly, the
deployment of vaccines continued to accelerate. The seven-day average for doses administered averaged 1.6mm compared with 762k in January and rose from 1.42mm to
1.75mm by the end of the month. Adding to the optimism, the FDA granted emergency use authorization for Johnson & Johnson’s single-shot vaccine in the final hours of
February, a development that should provide additional momentum to the vaccine push. There were also positive developments related to the Pfizer and Moderna
vaccines, as new early studies began to show a level of efficacy after just a single dose and provide evidence that the vaccines likely also break the chain of transmission.

As an increasing number of individuals acquire immunity, more of the economy should be able to safely reopen. Even now, however, data showed the recovery has
remained resilient. The biggest blemish on the scorecard was a notable one. January’s payroll growth of 49k missed expectations, dropping the three-month average from
239k to below 29k. While the slowdown impacted most sectors, leisure and hospitality continued to bear the brunt of the weakness. Excluding job losses of 587k for that
sector over the last three months, primarily due to a sharp drop in December, the three-month average for job growth across other sectors slowed to a less-disappointing
224k. Additionally, other indicators provided reasons for cautious optimism. The four-week average for new jobless claims through state programs fell to its lowest level
since early December. The ISM reports showed continued momentum despite some nagging virus disruptions, with unexpected improvement pushing the services index
up to its highest level since February 2019. Manufacturing output was stronger than expected and is now 1.0% below its pre-pandemic level. Most eye-catching, January’s
retail sales data blew away estimates and incomes and savings surged as consumers felt the benefits of December’s stimulus package. Consumers have accumulated an
estimated $1.8t in excess savings throughout the pandemic, not adjusted for investment, that could provide a significant tailwind to growth amid an economic reopening.

Nonetheless, policymakers were unmoved from their pledges to continue with extreme levels of support. The White House called a $618b Republican counterproposal
"way too small” and Treasury Secretary Yellen said multiple times now was the time to “go big” on stimulus to avoid lasting damage to the economy. The House narrowly
passed President Biden's $1.9t plan onto the Senate in late February. The expected removal of the House's minimum wage hike may complicate a quick final passage, but
the consensus still expects a sizeable stimulus agreement to be reached in the first half of March. For their part, Federal Reserve officials collectively called for rates to
remain near zero and asset purchases to continue at their current pace of $120b each month until further notice, despite acknowledging that the outlook has improved.

The resulting market impact emanated out of growing concerns that an improving pandemic, resilient recovery, and persistent stimulus could create a calamitous cocktail
of uncontrolled inflation. Intermediate and longer Treasury yields rose sharply, with the 5- and 10-year yields adding as many as 44 bps and 54 bps to new pandemic highs
of 0.86% and 1.61% during the month, unnerving equities at record levels. While consumer inflation indices remained subdued, Bloomberg’s commodity index eclipsed a
more-than-two-year high and market-implied inflation rates climbed to their highest levels in nearly a decade. However, Fed officials, including Chair Powell and Vice Chair
Clarida, consistently played down concerns about sustained faster-than-desired inflation and avoided opportunities to talk down rates. After some moderation in
February’s final day of trading, the 10-year yield ended 33.9 bps higher at 1.40%. Despite selling in the final week, the S&P 500 managed to cling to a 2.6% gain.
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A group of 10 moderate GOP
Senators released a $618b 
counterproposal to Democrats' 
$1.9t stimulus plan

Democrats filed a joint budget 
proposal, the first step towards using 
reconciliation to pass their large 
stimulus package without GOP 
support

ISM Services index 
rose unexpectedly 
in January to 
highest level since 
February 2019

White House called 
GOP proposal "way 
too small", target is 
still $1.9t

Job growth of 49k in January 
was weaker than expected and 
a drop in unemployment from
6.7% to 6.3% was partly due to 
people leaving the labor force

VP Harris broke a 50-50 Senate tie on a 2021 
budget resolution, advancing the push for 
stimulus through reconciliation

Johnson & Johnson requested
emergency approval of its 
vaccine from the FDA

Small business 
confidence fell 
unexpectedly in 
January to a low since 
May as economic
expectations 
weakened (again) to 
lowest since 2013

Core CPI inflation remained 
soft in January; a 0.03% MoM 
gain dropped the YoY rate 
from 1.6% to 1.4%

The trailing 12-month 
Federal deficit hit a record 
$3.48t in January

Fed Chair Powell dismissed the idea of tapering 
asset purchases and said the labor market is "still 
very far" from full employment

UM consumer
sentiment index 
weakened 
unexpectedly in 
early February

A couple of Fed officials, a 
hawk and a dove, dismissed 
concerns about inflation and 
seemed unfazed by the rise in 
yields

Manufacturing 
output beat 
estimates in 
January, narrowing
the gap with its pre-
pandemic level to 
1.0%

Retail sales blew away 
expectations in January on 
widespread sector gains 
following a second round 
of individual stimulus 
checks as part of 
December's $900b 
stimulus bill

Contrary to continued
weakness in Europe, the 
U.S. services PMI rose 
unexpectedly (high since 
March 2015) and 
manufacturing remained 
solid

Fed's Powell sounded optimistic 
about the 2H21 recovery, 
unconcerned about the risk of 
inflation, and committed to 
keeping policy easy as the 
recovery has a "long way" to go

ECB President 
"closely monitoring" 
rise in longer bond 
yields

Fed's Clarida, 
Brainard echoed 
Powell's message

Initial jobless claims 
dropped to the lowest 
level since November

Spending was solid 
but savings grew 

sharply as incomes 
soared on December 

stimulus effects

FDA approved J&J vaccine
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Yield axis range widened by 
30 bps relative to January's 
Monthly Review

Yield axis range widened by 
30 bps relative to January's 
Monthly Review



Value
Dow Jones 30,932 3.17% h 1.06% h 1.06% h
S&P 500 3,811 2.61% h 1.47% h 1.47% h
Nasdaq 13,192 0.93% h 2.36% h 2.36% h

Stoxx Europe 600 405 2.31% h 1.49% h 1.49% h
China CSI 300 5,337 -0.28% i 2.41% h 2.41% h
Nikkei 225 28,966 4.71% h 5.55% h 5.55% h

Yield

U.S. 2-year 0.13% 1.8 h 0.6 h 0.6 h
U.S. 5-year 0.73% 31.2 h 37.1 h 37.1 h
U.S. 10-year 1.40% 33.9 h 49.2 h 49.2 h

German 10-year -0.26% 25.8 h 30.9 h 30.9 h
U.K. 10-year 0.82% 49.3 h 62.3 h 62.3 h
French 10-year -0.01% 27.0 h 32.7 h 32.7 h
Italian 10-year 0.76% 11.8 h 21.8 h 21.8 h
Japanese 10-year 0.16% 10.8 h 14.1 h 14.1 h

Value
WTI Crude 61.50$ 17.82% h 26.75% h 26.75% h
U.S. Dollar 90.88 0.33% h 1.05% h 1.05% h
Gold Spot 1,734 -6.15% i -8.66% i -8.66% i
Commodity Index 85.28 6.47% h 9.25% h 9.25% h

Existing Home Sales MoM New Home Sales MoM Core Retail Sales

ISM Manufacturing Manufacturing Production

INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in any way guaranteed, and it, together with any
opinions expressed, is subject to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to change at any time. This has been prepared for
general information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by its very
nature, incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the appropriateness of investing in any securities or
investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the occurrence of future events which cannot be assured; therefore, the actual results
achieved during the projection period may vary from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC. The firm may have
positions, long or short, in any or all securities mentioned.  Member FINRA/SIPC.
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More weakness for leisure and hospitality payrolls led a broader 
slowdown across most sectors in January; unemployment fell on hiring 

and a drop in participation

Retail sales handily beat expectations as stimulus 
fueled strong spending to start 2021

Services was the strongest since February 2019; 
Manufacturing comments showed still-strong demand

Manufacturing and business spending indicators 
remained solid

Yield axis range widened by 
25 bps relative to January's 
Monthly Review


