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Global Yield Curves Flattened in October on Signs that Central Banks Are Beginning the Process of Pulling Back Emergency Policy Accommodation Amid Faster Inflation

U.S. equities hit new records in October in response to better-than-expected corporate earnings, while the Treasury curve flattened as investors contemplated a potentially
quicker tightening of global monetary policy. There was consternation heading into the corporate earnings season about how slowing economic activity and rising costs
amid a clogged supply-side might impact corporate profits. While there was evidence of some effect on activity, posted financial results were broadly better than
anticipated. According to FactSet, 82% of the S&P 500 companies that had reported by October 29 beat earnings expectations (76% five-year average) and 75% topped
revenue estimates (67% five-year average). Helping preserve bottom lines, many reported they were able to pass rising costs along to consumers. Those price hikes
remained a major focus as central banks concomitantly signaled a shift away from emergency monetary policies, even amid evidence that activity had slowed.

U.S. economic growth slowed dramatically from a 6.7% annualized rate in the second quarter to 2.0% in the third quarter. Had the ongoing inventory contraction not
slowed, the situation would have been more dire; inventories contributed 2.1% to headline growth while real final sales contracted 0.1%. Spending on autos sank at an
annualized rate of 54%, knocking 2.4% off headline growth. Services spending was resilient but moderated during the Delta wave. Business investment was positive despite
continued weakness in structures and the first contraction for equipment investment in five quarters. Housing subtracted for a second quarter and trade remained a drag
as exports declined and imports rose. The report capped a mixed month of data that began with another surprisingly weak payroll report. The economy added 194k jobs in
September which, after positive revisions to the prior two months, marked the weakest month since a December contraction. The unemployment rate did fall by more
than expected to 4.8%, although a portion of the improvement resulted from a decline in participation. While jobless claims continued their descent, the hoped-for return
of workers to the labor force was delayed until at least October. With data pointing to a persistently tight labor market, including another month in which job openings far
exceeded the unemployed, firmer-than-expected wage growth compounded inflation concerns. At first blush, September’s CPI data appeared to show inflation
moderating. As always, however, the devil was in the details. Sizeable declines in several categories severely disrupted by the pandemic – hotels, airfares, car rental costs –
masked signs of broader pressure. Most notably, rent inflation, which could provide a more sticky base for inflation, posted its firmest gain since 2006. Core CPI rose 4.0%
YoY while the Fed’s preferred core PCE measure was steady at 3.6%, the fastest rate since 1991. Fed Chair Powell said between the two inflation reports that supply chain
issues appeared to have worsened and that higher inflation was likely to last for longer than expected. Notably, inflation anxieties spread beyond the Fed. The Governor of
the Bank of England said the central bank will “have to act” to keep stronger inflation from becoming imbedded in longer-term inflation expectations. The Bank of Canada
surprised markets by ending, not tapering, asset purchases on November 1 and signaling rate hikes could occur sooner than previously expected. Australia’s central bank
was mum as shorter yields surged through its yield control target after a hot inflation report, leading to speculation of an imminent policy shift. European Central Bank
President Lagarde dismissed market pricing for a quicker lift-off as inconsistent with the forward guidance, but admitted that supply-chain issues may last through 2022. 

The front ends of sovereign yield curves were jolted higher. The U.K’s 2-year yield jumped 29.5 bps to 0.70%, earlier hitting its highest level since May 2019. Canada’s 2-
year yield surged 56.6 bps to 1.09%, its highest mark since March 2020. Australia’s 2-year yield soared from 0.04% to 0.78%, its highest level since February 2020.
Germany’s 2-year yield rose 10.4 bps to -0.59%, its highest level since January 2020. The 2-year Treasury yield added 22.2 bps to 0.50%, its highest level since March 2020.
Longer yields, however, were more subdued as more aggressive monetary tightening weighed on the future growth outlook. The 10-year Treasury yield rose just 6.5 bps to
1.55%, settling well below October’s high of 1.70%, which was just 4 bps shy of its pandemic peak from March. Combined, the moves flattened the spread between the 2-
year and 10-year Treasury yields to as low as 103 basis points during the month, the tightest since August 23.

1                 4                 5                   6                7                 8                  12               13              14                15               18               19               20               21    22             25                26               27              28                29               
0.90

0.95

1.00

1.05

1.10

1.15

1.20

1.25

1.30

1.35

1.40

1.45

1.50

1.55

1.60

1.65

1.70

1.75

1.80

1.85

1.90

1.95
Previous Month's Closing Yield Shaded Areas Represent 9am-5pm EST

Monthly Review
Shorter Yields Shot Higher, Flattening Sovereign Curves on Signs Central Banks are Pivoting from Accommodation
October 2021

S&P 500Record close: NASDAQDow

Both 0.1% firmer than 
expected, core PCE inflation 
+0.3% MoM, +3.6% YoY 
(fastest since 1991)

Extending a rally that began in 
August, U.S. WTI reached a 7-
year high (and would continue 
to climb in the days ahead) as 
OPEC+ stuck with gradual 
production increases, stoking 
inflation concerns 

ISM reports were better 
than expected in 
September but 
continued to reflect 
supply-chain issues and 
difficulty finding workers

ADP's private payroll 
estimate of +568k beat 

expectations (+430k)

Job growth of 194k (+317k private sector) in September was weaker 
than expected (+500k) for a second month in a noisy report; 
unseasonably weak education hiring had an outsized impact and 
leisure and hospitality hiring remained soft; unemployment fell from 
5.2% to 4.8%, in part because participation declined; wage growth 
remained firm and hours worked increased

Senate voted to raise the debt ceiling by 
$480b, funding the government through 
around December 3; House passed to avert 
October default

Job openings fell for the first 
time in 2021 (2nd highest on 
record); layoffs fell to a record 
low, quits hit a record high

Small Business Optimism 
was weaker than 
expected in September at 
a 6-month low; economic 
expectations were the 
weakest since 2012; 
evidence that an historic 
worker shortage 
intensified

Core CPI inflation rose 0.2% MoM in September and was
steady at 4.0% YoY as moderation in some pandemic-
affected categories (e.g. hotels, airfare, apparel, auto 
rentals) masked some signs of broadening pressures, 
including the firmest rent increase since 2006; stronger 
food and energy prices lifted headline inflation from 5.3% 
to 5.4%

Fed's September Minutes said tapering 
could begin mid-November; a plan to 
reduce $120b in monthly purchases 
proportionally by $15b/month would 
wrap up the process by mid-2022

Retail sales were stronger than expected in 
September (+0.7% vs -0.2%) on broad-
based strength that signaled resilience

UM Consumer Sentiment 
declined unexpectedly in 
October (2nd weakest 
since 2011); 1-year 
inflation expectations hit 
new high since 2008

Fed's Powell said supply issues have 
worsened, will keep inflation higher for 
longer; Fed won't hesitate to act if inflation 
expectations become unanchored

Gov. Bailey said BoE will "have 
to act" to keep strong inflation 
from becoming imbedded in 
longer-term expectations

5-year inflation 
expectations (TIPS) hit 
3% for the first time in 
data since 2002

Beige Book blamed "constrained" supply 
for slower growth, persistently strong 
inflation pressures in September

Sen. Manchin said a 
framework for a 

spending deal could be 
reached by week's end

Curve flattening
intensified; shorter 
yields pushed 
higher by central 
bank 
developments in 
Canada/Australia; 
long yields 
weighed down by 
U.K. supply 
surprise, growth 
concerns

U.S. GDP growth slowed from 6.7% in 2Q21 
to 2.0% in 3Q21 amid broad softness and 
high inflation, and would have contracted 
without a 2.1% boost from inventories 

Personal income fell 1% despite solid 
employment income, as fiscal stimulus slid 
on a 72% drop in unemployment payments; 
spending was solid, inflation firm 
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Value
Dow Jones 35,820 5.84% h 5.84% h 17.03% h
S&P 500 4,605 6.91% h 6.91% h 22.61% h
Nasdaq 15,498 7.27% h 7.27% h 20.25% h

Stoxx Europe 600 476 4.55% h 4.55% h 19.17% h
China CSI 300 4,909 0.87% h 0.87% h -5.81% i
Nikkei 225 28,893 -1.90% i -1.90% i 5.28% h

Yield

U.S. 2-year 0.50% 22.2 h 22.2 h 37.6 h
U.S. 5-year 1.18% 21.8 h 21.8 h 82.2 h
U.S. 10-year 1.55% 6.5 h 6.5 h 63.9 h

German 10-year -0.11% 9.3 h 9.3 h 46.3 h
U.K. 10-year 1.03% 1.2 h 1.2 h 83.7 h
French 10-year 0.27% 11.5 h 11.5 h 60.8 h
Italian 10-year 1.17% 31.2 h 31.2 h 62.7 h
Japanese 10-year 0.10% 2.7 h 2.7 h 7.8 h

Value
WTI Crude 83.57$ 11.38% h 11.38% h 72.24% h
U.S. Dollar 94.12 -0.11% i -0.11% i 4.65% h
Gold Spot 1,783 1.51% h 1.51% h -6.06% i
Commodity Index 103.36 2.58% h 2.58% h 32.42% h

Existing Home Sales MoM New Home Sales MoM Core Retail Sales

ISM Manufacturing Manufacturing Production Core PCE YoY

September
3.6%

Up 0.07%

August
-73.3B
-2.9B

September September
194k 4.8%

September
0.8%

October
113.8

Up 4 pts

September
7.0%

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 0.4%

September
14.0%

MTD Change QTD Change YTD Change

Consumer Confidence

(in bps)

Unemployment Rate

ISM Services

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)

September
-0.7%

Core Capital Goods Orders     Trade Balance

September
0.8%

September
61.9

+0.2 pts

September
61.1

+1.2 pts

0.26%

0.50%

0.56%

2-Year Treasury

0.1% on 
2/11/2021

0.56% on 
10/28/202146 bps
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0.92%

1.18%

1.25%

5-Year Treasury

0.31% on 
11/05/2020

1.25% on 
10/22/202194 bps

0.72% on 
11/05/2020

1.45%

1.55%

1.7%

10-Year Treasury 

1.77% on 
3/30/2021
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Payrolls were expected +500k; weakest since a contraction in 
December; a portion of the decline in unemployment was the result of 

lower labor force participation

Expected -1.3; still 
second weakest since 

February

Both ISM reports were expected to decline; continued 
evidence of struggles hiring workers, sourcing materials

Expected +0.5%; positive 
prior revisions; inflation 

provided some boost

Manufacturing was expected to rise 0.1%; autos weighed heavily 
again, exacerbating more modest broader slowing; capital goods 

data remained solid

Fastest since 1991

Home sales showed signs of life in September; 
mortgage purchase applications checked up 

amid rising rates


