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Fed Officials Pivoting Towards Post-Pandemic Policy Normalization To Contain Inflationary Pressures Boosted Shorter Yields and Pulled Longer Yields Lower

Several economic narratives cropped up in June, including signs of a price-induced slowdown in housing, wobbly infrastructure negotiations in Washington, and concerns
the COVID-19 Delta variant could slow some foreign recoveries. However, the broader focus was on a pivot in the Fed's policy paradigm towards post-pandemic policy
normalization amid an advancing recovery and stronger inflationary readings. With the U.S. pandemic still in a well-controlled phase, data showed the supply side of the
economy still struggling to keep up with strong demand, primarily because of pandemic-related disruptions. Developments during the first week of June epitomized those
tensions. The ISM’s Manufacturing survey showed new orders rose in May while production slowed, with the gap between the two one of the widest on record. The
dislocation led to swelling orders backlogs and was likely the outworking of the broadest supplier delivery delays since the 1970s and businesses being unable to
adequately staff their operations. A Markit survey said “surging” orders were meeting “unparalleled capacity constraints,” resulting in “an unprecedented rate” of price
increases. A day later, the Fed’s Beige Book showed businesses expected “solid” growth would continue, but also described widespread worker shortages and price
increases that were occurring “across the board.” A stronger-than-expected ISM Services index showed the struggles were not unique to the manufacturing sector. 

However, the first noticeable move for Treasury yields was saved for Friday’s jobs report. May's payroll gain of 559k disappointed expectations for a recovery of 675k and,
while unemployment fell from 6.1% to 5.8%, other factors highlighted the hiring difficulties evident in the anecdotes. Hourly earnings continued to rise more quickly than
expected, despite lower-wage sectors accounting for an outsized share of the monthly hires, and hours worked remained elevated, indicating businesses were leaning
heavily on existing staff to meet rising demand. Subsequent data released prior to the Fed’s decision echoed that broader theme. Retail sales data showed stronger-than-
expected spending over the most recent three months while the share of small businesses unable to fill open positions and the number of open jobs both climbed to
records, despite 9.3 million individuals reporting as unemployed. The upshot was greater concerns about the impact on inflation. May’s CPI data, the last major inflation
report the Fed received before its mid-June meeting, showed another month of strong price increases. The core measure increased a stronger-than-expected 0.7% MoM
and 3.8% YoY, the fast rate since 1992. Yields, however, declined in the report’s aftermath. Details showed that much of the heat came from categories either supply
constrained or still recovering from sharp declines early in the pandemic, raising the question of whether the unusually strong readings will persist or prove transitory. 

That was the question Fed officials faced as they refreshed their economic and rate projections. While officials voted to maintain the current policy stance, the recent
economic developments yielded a noticeably altered outlook. The Statement lauded vaccines for turning the tide on the U.S pandemic and fiscal support for supporting a
strong recovery, dynamics that led to significantly stronger growth and inflation expectations for 2021. While officials still expected stronger inflation to moderate back
closer to, but modestly above 2%, the improved outlook had an unexpected impact on officials' interest rate projections. Seven officials expected a rate increase next year,
up from four in March, and 13 penciled in at least one hike by the end of 2023, up from seven in March. Consequently, the median projection called for two rate increases
in 2023, up from none in the March outlook. On a more timely matter, Fed Chair Powell said that officials also began discussing the process of tapering asset purchases.

In the days that followed, Fed officials' individual remarks showed a wide range of opinions on appropriate policy remained. However, the general belief that the consensus
had tilted more hawkishly had a lasting market impact. The 2-year yield rocketed higher on projections for a quicker lift-off while the 10-year yield fell on the belief the Fed
would respond if the stronger inflation trend persists. For the month, the 2-year yield added 10.8 bps to 0.25%, its highest month-end close since February 2020, while the
10-year yield drifted down 12.6 bps to 1.47%, narrowing the spread between the two securities' yields 23 bps to 122 bps, the tightest since February.
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The Fed's Beige 
Book indicated 
businesses 
expected strong 
growth, hiring 
difficulties, and 
price increases to 
continue in the 
months ahead

Although unemployment declined from 6.1% to 
5.8%, May's payroll gain of 559k disappointed 
expectations (+675k); an increase in hours worked 
and steady wage growth indicate labor-supply 
issues may be to blame for the slower pace of hiring

May's ISM Manufacturing Index rose and 
was one of the strongest on records, with 
details reflecting strong demand (new 
orders) and supply-side tension (weaker 
employment, slower supplier deliveries)

The ISM's Services PMI 
hit a record of 64.0, 
with underlying details 
showing tensions 
between strong 
demand and 
constrained supply

The Fed's June decision reflected a pivot 
to thinking about post-pandemic policy
normalization; the statement and 
updated projections depicted a brighter 
outlook, the median dot plot pulled two 
rate hikes into 2023 (from no hikes in 
March), and Powell said officials began 
talking about the tapering process

Fed's Bullard said actual growth and 
inflation have easily exceeded Fed's 
December projections, justifying the Fed's 
more hawkish June projections "to contain 
inflationary pressures"

The bottom end of a strong,
two-month trading range 
broke down, becoming a 
point of resistance

April's JOLTS report 
supported worker-shortage 
story; record openings of 
9.3mm nearly matched the 
number of unemployed; quits 
and layoffs hit all-time bests

Small business confidence 
fell unexpectedly in May; 
hiring difficulties were the 
worst on record and 
inflation indicators set 
highs back to 1980s

May's CPI report showed stronger-than-expected inflationary pressures 
continuing, with core up 0.7% MoM and 3.8% YoY; however, much of 
the firmness continued to emanate out of categories significantly 
impacted by the pandemic, which the Fed believes will be transitory

Retail sales fell more than expected in 
May, but from a notably higher level 
after March and April were revised up 
significantly, meaning cumulative 
sales over the last three months were 
much stronger than expected

Initial jobless 
claims rose for 
the first time in 
six weeks

A flood of post-meeting Fedspeak showed 
divided opinions among Fed officials, with 
some more concerned about inflation than 
others; therefore, some appeared comfortable 
vocalizing support for tapering while others 
wanted to wait for more data before 
committing to a particular path

Eurozone's 
Composite 
PMI hit a 15-
year high (on 
continued
improvement 
in services)

Personal income fell 2.0% on receding fiscal 
transfers, hiding another strong month for 
wage growth (+0.7%); spending was flat at a 
high level; as-expected core PCE inflation of 
3.4% YoY (the fastest since 1992) reflected 
continued pandemic disruptions

ADP
projected 
692k 
private 
payrolls for 
June (est. 
600k)



2-Year Treasury Note Yield - June 2021 5-Year Treasury Note Yield - June 2021

2-Year Treasury Note Yield - Last 12 Months 5-Year Treasury Note Yield - Last 12 Months

2-Year Treasury Note Yield - Last 5 Years 5-Year Treasury Note Yield - Last 5 Years

0.00
0.05
0.10
0.15
0.20
0.25
0.30
0.35
0.40
0.45
0.50
0.55
0.60
0.65
0.70
0.75
0.80
0.85
0.90
0.95
1.00

0.00
0.05
0.10
0.15
0.20
0.25
0.30
0.35
0.40
0.45
0.50
0.55
0.60
0.65
0.70
0.75
0.80
0.85
0.90
0.95
1.00

2                               9                            16                            23                          30

Previous Month's Closing Yield Previous Month's Closing Yield

0.00

0.20

0.40

0.60

0.80

1.00

1.20

1.40

6-30-20 9-30-20 12-31-20 3-31-21 6-30-21
0.00

0.20

0.40

0.60

0.80

1.00

1.20

1.40

6-30-20 9-30-20 12-31-20 3-31-21 6-30-21

0.00
0.20
0.40
0.60
0.80
1.00
1.20
1.40
1.60
1.80
2.00
2.20
2.40
2.60
2.80
3.00
3.20
3.40

6-30-16 6-30-17 6-30-18 6-30-19 6-30-20 6-30-21
0.00
0.20
0.40
0.60
0.80
1.00
1.20
1.40
1.60
1.80
2.00
2.20
2.40
2.60
2.80
3.00
3.20
3.40

6-30-16 6-30-17 6-30-18 6-30-19 6-30-20 6-30-21

Yield 12 Months AgoYield 12 Months Ago

Monthly Review
Fed Officials Pivoting Towards Post-Pandemic Policy Normalization to Contain Inflation Flattened the Treasury Curve
June 2021

2                               9                            16                            23                          30



Value
Dow Jones 34,503 -0.08% i 4.61% h 12.73% h
S&P 500 4,298 2.22% h 8.17% h 14.41% h
Nasdaq 14,504 5.49% h 9.49% h 12.54% h

Stoxx Europe 600 453 1.36% h 5.41% h 13.49% h
China CSI 300 5,224 -2.02% i 3.48% h 0.24% h
Nikkei 225 28,792 -0.24% i -1.33% i 4.91% h

Yield

U.S. 2-year 0.25% 10.8 h 8.8 h 12.8 h
U.S. 5-year 0.89% 9.0 h -5.0 i 52.9 h
U.S. 10-year 1.47% -12.6 i -27.2 i 55.5 h

German 10-year -0.21% -2.0 i 8.5 h 36.2 h
U.K. 10-year 0.72% -7.9 i -12.9 i 51.9 h
French 10-year 0.13% -4.4 i 17.2 h 46.4 h
Italian 10-year 0.82% -9.0 i 15.1 h 27.6 h
Japanese 10-year 0.06% -2.9 i -3.7 i 3.7 h

Value
WTI Crude 73.47$ 10.78% h 24.19% h 51.42% h
U.S. Dollar 92.44 2.90% h -0.85% i 2.78% h
Gold Spot 1,770 -7.17% i 3.65% h -6.76% i
Commodity Index 94.54 1.85% h 13.30% h 21.12% h

Existing Home Sales MoM New Home Sales MoM Core Retail Sales

ISM Manufacturing Manufacturing Production Core PCE YoY

May
3.4%

Up 0.29%

April
-68.9B
+6.1B

May May
559k 5.8%

May
-0.7%

June
127.3

Up 7.3 pts

May
-0.9%

Nonfarm Payrolls

Treasury Notes Intraday Ranges:  52-Week Yield Range / Monthly Yield Range / Last Traded Yield

Commodity Performance
MTD Change

(in bps)

QTD Change

Global Sovereign Debt Performance

Down 0.3%

May
-5.9%

MTD Change QTD Change YTD Change

Consumer Confidence

(in bps)

Unemployment Rate

ISM Non-Manufacturing

MTD Change QTD Change YTD Change
Global Stock PerformanceTreasury Month-Over-Month

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.

YTD Change

(in bps)

May
0.9%

Core Capital Goods Orders     Trade Balance

May
-0.1%

May
64.0

+1.3 pts

May
61.2

+0.5 pts

0.14%
0.25%

0.28%

2-Year Treasury

0.1% on 
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0.71%

0.89%

0.96%

5-Year Treasury

0.19% on 
8/04/2020

0.99% on 
4/05/202180 bps

0.5% on 
8/06/2020

1.35%

1.47%

1.64%

10-Year Treasury 

1.77% on 
3/30/2021
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While unemployment fell more than expected, May's hiring figure was 
a disappointment; other indicators (hourly earnings and hours 

worked) pointed to labor supply issues

16-month highTight supply and rising prices remained notable 
headwinds for housing activity

Both ISM reports indicated continued tensions between the 
supply- and demand-sides of the economy

Strong prior revisions
meant sales Dollars were 
stronger than expected

Auto production picked up in a mixed manufacturing report; 
capital goods orders remained strong in Dollar terms

First narrowing of 2021; 
largest improvement 

since Jan. 2019

Expected 3.4%; 
highest since 1992


