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Treasury Yields Fell for a Fourth Month as Inflation Fears Remained Contained and Global Spread of the Delta Variant Revived Concerns about the Economic Expansion

The Fed's June Minutes, released in early July, confirmed that "a substantial majority" of officials saw "risks to their inflation projections [as] tilted to the upside because of
concerns that supply disruptions and labor shortages might linger for longer and might have larger or more persistent effects on prices and wages than they currently
assumed." Several days later, however, Fed Chair Powell repeated in his semi-annual Congressional testimony that inflation "will likely remain elevated in coming months
before moderating," persistently defending that view against an unusually tenacious onslaught of questioning by members of Congress. One of the key pillars of his
paradigm, which he pointed to multiple times during his testimony, is that much of the overshoot is being driven by several categories facing supply chain issues, still
normalizing after big declines early in the pandemic, or struggling to keep up with rapid demand amid economic reopening. Chronological context made this debate more
intriguing, coming a day after June's hotter-than-expected CPI inflation report. Headline and core CPI both rose 0.9% MoM, nearly doubling expectations and lifting annual
rates more than anticipated to 5.4% and 4.5%, respectively. While the core measure’s annual increase was the fastest since 1991, the details fell in line with Powell’s
positing that much of the pressures remain concentrated in a handful of categories experiencing disruptions that officials believe should abate over time. This expectation
was reiterated in the Fed’s updated policy Statement released after the July meeting which continued to say inflation’s rise “largely reflect[ed] transitory factors.”
Nonetheless, key changes elsewhere in the Statement showed the Fed continued to move closer towards tapering their monthly bond purchases.

The Statement’s economic assessment said the recovery has “continued to strengthen” and highlighted that the sectors most significantly impacted by the pandemic have
improved. Data earlier in the month showed 850k jobs were recovered in June. Jobless claims continued to decline, partly reflecting early ends to federal emergency
unemployment programs in some states which some believe could free up labor supply to help address a record number of job openings. Retail sales remained elevated
and business PMI surveys indicated activity continued to expand at a solid rate. More broadly, the BEA reported GDP growth of 6.5% for the second quarter, a
disappointment of expectations on drags from housing, business structures, weak inventories, and trade, but sufficient to push the economy above its pre-pandemic peak
and from recovery to expansion. The Statement also indicated that officials saw the virus as posing less risk to the outlook, even as U.S. virus cases followed global
infections higher on proliferation of the Delta variant. Encouragingly, the U.K.’s surge of infections, the vanguard in the latest global outbreak, didn’t result in a
commensurate spike in severe illnesses or fatalities, providing hope that effective vaccines could help mitigate the health and economic effects. The final change in the
Statement, however, was the most notable. With inflation above target and data generally showing economic activity remained solid, officials noted that progress had
been made towards their goals. The updated language showed officials believe the economy is on its way to making the “substantial further progress” necessary for
tapering to commence, potentially later this year. Chair Powell confirmed that the Committee had discussed “how our asset purchases might be adjusted, including their
pace and composition, once economic conditions warrant a change,” and would continue to do so at upcoming meetings. However, he tempered that talk with comments
that the labor market still had “some ground to cover,” adding that he would “want to see some strong job numbers” before supporting the start of tapering.

Despite the Fed's additional steps towards considering tapering asset purchases, the 10-year yield fell 25 basis points, from 1.47% to 1.22%, its lowest monthly close since
February 2021. The drop marked its fourth consecutive monthly decline and the largest since March 2020. Technical momentum and market positioning were cited by
some as factors exacerbating the effects of a return of caution amid the global rise of infections, which may not distract the Fed from paring back its bond purchases but
could become a factor in rate normalization discussions down the road. The 2-year Treasury yield fell more than 6 bps to 0.18% as expectations for the path of Fed Funds
flattened lower. Amid the drop in rates and despite increased uncertainty, stocks climbed higher with the Dow, S&P 500, and Nasdaq all ending July near records.
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ISM Manufacturing Index 
cooled more than expected 
in June to 60.6, a five-
month low, and continued 
to reflect tensions between 
strained supply and strong 
demand; Services PMI also 
fell more than expected 
(60.1) from its all-time high 
as employment contracted 
amid similar messaging

Headline job growth of 850k in June beat expectations (720k) but was artificially 
inflated by seasonal adjustments to education jobs; nonetheless, and despite an 
uptick in unemployment from 5.8% to 5.9%, private payroll growth of 662k likely 
allayed fears of further slowing in the pace of recovery

A tentative OPEC+ 
agreement to 
unwind production 
cuts was abandoned 
amid UAE objections

Job openings 
inched up to 
another record 
of 9.2mm

Concluding an 18-month framework review, the ECB lifted 
its inflation mandate from "below, but close to, 2%" to a 
"symmetric" goal of 2%, which may allow for a "transitory 
period" in which inflation runs above target

Fed's June Minutes showed growing concern among officials 
about inflation risks ("substantial majority" saw risks "tilted 
to the upside") but a continued belief that most of the 
current pressure will be temporary and general agreement it 
was still too soon to taper asset purchases

June's CPI report was hotter than expected; 
headline +5.4% YoY (fastest since 2008) and core 
+4.5% YoY (1991); despite some broader inflation, 
much of the strength remained concentrated in 
categories expected to ease up over time

Weak 30-Year 
Treasury Auction

Grilled on inflation in his 
Congressional testimony, Fed's 
Powell said he was surprised by 
recent strength but still expected 
most of the pressures to be 
transitory

Retail sales were stronger than expected 
(+0.6% vs -0.3%), even accounting for 
larger declines in spending in May than 
previously estimated, and showed 
spending levels remained elevated in 
the three months since the initial 
stimulus-fueled pop in March

Fed's Beige Book said 
growth was "moderate to 
robust" across the country
but that "supply-side 
disruptions became more 
widespread"; "majority" of 
businesses expected 
further inflation pressures 
"in the coming months"

1.126% marked lowest 10-year 
yield since February 11

NBER said COVID-19 
recession lasted two 
months, shortest in 
history

Markit PMIs show solid activity in 
the U.S. and EU, but slowing in U.K., 
potentially tied to surging cases -1.18% marked 

lowest real 10-
year yield on 
record

U.S. GDP grew 6.5% in 2Q21, 
disappointing expectations but 

moving economy from 
recovery to expansion; 

business structures, housing, 
inventories, and trade all 

weighed

Fed's July Statement was more 
optimistic and said progress had 
been made towards the 
"substantial further progress" 
needed to taper; Fed Chair Powell 
confirmed a deeper discussion but 
also noted labor market recovery 
still had "ground to cover"

New home sales 
fell more than 
expected in June, 
indicating 
momentum 
continued to 
slow

Senate moved forward with 
$1T infrastructure deal
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Value
Dow Jones 34,935 1.25% h 1.25% h 14.14% h
S&P 500 4,395 2.27% h 2.27% h 17.02% h
Nasdaq 14,673 1.16% h 1.16% h 13.85% h

Stoxx Europe 600 462 1.97% h 1.97% h 15.72% h
China CSI 300 4,811 -7.90% i -7.90% i -7.68% i
Nikkei 225 27,284 -5.24% i -5.24% i -0.59% i

Yield

U.S. 2-year 0.18% -6.5 i -6.5 i 6.3 h
U.S. 5-year 0.69% -19.9 i -19.9 i 33.0 h
U.S. 10-year 1.22% -24.6 i -24.6 i 30.9 h

German 10-year -0.46% -25.4 i -25.4 i 10.8 h
U.K. 10-year 0.57% -15.1 i -15.1 i 36.8 h
French 10-year -0.11% -23.1 i -23.1 i 23.3 h
Italian 10-year 0.62% -19.8 i -19.8 i 7.8 h
Japanese 10-year 0.02% -3.6 i -3.6 i 0.1 h

Value
WTI Crude 73.95$ 0.65% h 0.65% h 52.41% h
U.S. Dollar 92.17 -0.28% i -0.28% i 2.49% h
Gold Spot 1,814 2.49% h 2.49% h -4.43% i
Commodity Index 96.28 1.83% h 1.83% h 23.34% 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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Headline job growth beat expectations but was skewed by statistical 
noise related to education jobs; private payroll growth was 

nonetheless solid; unemployment rose unexpectedly

Rose unexpectedly to 
17-month high

Mixed housing data showed low supply and rising 
prices continued to affect housing activity

Both ISM indexes declined amid tensions between supply 
and demand

Retail sales remained
elevated

A decline in auto production helped drive total manufacturing 
output down unexpectedly; business equipment investment 

remained solid

Expected 3.7%, but
highest since 1991


