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YRI Podcast. In our latest, 15-minute video podcast, Dr. Ed discusses the main points of 
today’s Morning Briefing. 
  
Bonds I: The Conundrum, Again. In my recent Zoom calls with some of our accounts, 
everyone seems to be worrying about inflation. In addition, everyone has been amazed by 
the “bond conundrum”—i.e., the puzzling fact that the 10-year US Treasury bond yield has 
remained remarkably subdued despite the recent surge in inflation and ballooning federal 
deficits. The yield rose from 0.93% at the start of this year to peak at 1.74% on March 19 
(Fig. 1). On Friday, it was back down to 1.47% notwithstanding the big jumps in April’s CPI 
(up 4.2% y/y released on May 12) and May’s CPI (5.0%, released on June 10). 
  
Melissa and I have been discussing several explanations for the conundrum in recent 
weeks. Allow us to update our discussion: 
  
(1) Powell’s mantra. Bond investors may be drinking the spiked Kool-Aid in the punchbowl 
set out by Fed Chair Jerome Powell. He certainly has been waving them over to it: His 
mantra has been that the Fed won’t even start “talking about talking about” tapering its bond 
purchases until he sees “substantial further progress” toward “broad-based and inclusive 
maximum employment.” And he repeatedly has said that the federal funds rate won’t be 
raised for a long period after tapering is completed. 
  
(2) ZIRP forever? The yield curve spread between the bond yield and the federal funds rate 
has widened to 135bps currently from last year’s low of -61bps on March 3. During past 

 
Check out the accompanying chart collection. 
  
(1) Conundrum in the bond market. (2) Powell’s mantra. (3) The future of ZIRP. (4) Japanese yields vs 
the copper/gold ratio. (5) A second month of base affected CPI gains. (6) Tsunami of liquidity. (7) 
Banks drowning in deposits, while loan demand is weak. (8) Overnight repos at the Fed. (9) Buddy, 
can you spare a muni? (10) Tipsy. (11) Taxing jobless benefits. (12) Tug-of-war between the Fed and 
inflation. (13) Are the Bond Vigilantes dead again already or just taking a siesta? (14) Movie review: 
“Halston” (+ + +). 

https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Xw5nxG7V3Zsc37CgSSGW63yzd557g_wBW5ZKHP42zlRYZMN_NyptsbJ4W402lB61CKqTQW4CYKyV7yg3hbW3Vp-yV85z09pW4qWB8M2g8kz8W7WR2h47kxQ2fW7M5Qyf7FVs2sW8-3qjJ5lB_B0W3sDl7096fBGhVdlMb97sxJ7mW4PMDRV4YctPfW3j_cxg1JYcCnW2mGJ65224-cbW83zQ2c8NQb6ZW4HqxJR7jT3gBW96TTsn1mdF7CN7l-2dZfTPLrN2fvyTql_BHXMmVrnQbvChcW8MKqxS1fp-qxW293Tqx5KSyhSW5V5gwl7ML3ZvW6Yp-R26J29PtW51w-hJ2RsYnQW3dC-NN43b92HW2dJlZS8Sy_jLW15ydBh25fDQxW6LFZhl1rx4CXN7cQBY9WxPl7W3nwXR08vV-nC38Nr1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgPfyW5cZhFB3J758XVfHzST28lcqgW5hpL1q4GXNVcW5v_mzH1myDRGW38S6XN40nzf6W4_bx6p5v-q4xW7txNrn1qZqzBW1rw2jz2yPF5fW6WbYRD3c6NjVW1T33z16w-4p9N8XSK4XzHt0tVVwxJf5TxXC6W2b3-JZ36Fgz7N2rPL8jRzhRtV-NJFL5vGh6WW2w1zTF9hwyxzW2r1LQ25cJCBLN7t7M0VcdQ9sN1VvX2_xX4ycVvkxJh86yZ6YW4lxP7d3T5BJhW5_h4w65YVMbb3lB21
https://hn.t.hubspotemail.net/e2t/tc/VWX3Rb4P45J9W4f-Vvs6w9S8gW8cYYgJ4sN9-zN3fD2CS3p_8SV1-WJV7CgXGWW1fz75j3DV-qGW4XDqhs1Mb4GvW7p7c3g7pwPR3W1CqYCK6yQdMhW3C1FdG63tJ5ZW47Zj6W6yVwzhN1qQYBf5T5LGN3v34VWz3RPkVl4TNy2KclgPW1ZjGll4RZshDMQD6l7_S6LMW4CY_kS4J7RjLW1sqhgR6qdMwjW9dVpt_7z5GkjW66BR046z2SQ7N2zTDbJ2TDSmMbvrrkCtw9DW2x5KTh5-7mX7VtykvD15WN_VW2lvx6W8F0bHRW1vzzSK395GRtW1347vg5zg4283gb31
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economic expansions, it has tended to widen to about 300bps. It may not widen further for 
the time being since bond investors anticipate no hikes in the federal funds rate over the 
foreseeable future (Fig. 2). That is, they may be assuming that zero interest-rate policy 
(ZIRP) is here to stay, for now. 
  
(3) Near-zero foreign yields. While the copper/gold price ratio continues to signal that the 
yield should be closer to 2.50% than to 1.50%, the gravitational pull of near-zero 
government bond yields in Germany and Japan may also be keeping the US yield from 
rising (Fig. 3 and Fig. 4). 
  
By the way, the reason that the copper/gold price ratio has tracked the bond yield so closely 
in the past is that the price of copper is very highly correlated with a proxy for expected 
inflation: the yield spread between the 10-year nominal bond and the comparable TIPS (Fig. 
5). Meanwhile, the price of gold is highly correlated with the inverse of the 10-year TIPS 
yield. We like to think of it as a risk-on versus risk-off indicator. (Fig. 6). Notwithstanding the 
recent jump in inflation, the expected-inflation proxy edged down from a recent peak of 
2.54% on May 17 to 2.32% on Friday. 
  
(4) The base effect. It was widely noted that May’s higher-than-expected CPI report, like 
April’s, mainly reflected “base-effect” increases—from unusually depressed prices a year 
ago owing to the pandemic—in some CPI components, including used car prices, car rental 
fees, hotel and motel charges, and airline fares. That’s true; but over the next few months, 
Debbie and I expect to see signs that inflationary pressures are broader based, reflecting 
rapidly rising labor costs. Furthermore, the recent jobless claims data suggest to us that 
payroll employment will be rising at a faster pace in coming months. Nevertheless, the bond 
market’s surprisingly benign reaction to both CPI numbers suggests that investors are 
content to keep sipping Powell’s punch for now. 
  
Bonds II: Tsunami of Liquidity. In our opinion, the most likely explanation of the bond 
conundrum is that the Fed continues to flood the financial system with a tsunami of liquidity. 
Consider the following: 
  
(1) Massive cash flow into deposits. The Fed’s $3.0 trillion in bond purchases last year and 
$120 billion per month so far this year have been drowning commercial banks with deposits 
(Fig. 7). Since the March 23 week of 2020 through the June 2 week of this year, the Fed 
has purchased $3.4 trillion in securities. That—along with the three rounds of pandemic 
relief checks that the Treasury sent to most Americans and the large infusion of cash it 
supplied to support the airline industry and municipalities—caused commercial bank 

https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7Cg-2YW31KNjl8932phW6zS6hh5Rq4mBW8fdTjb6GLvQcW94dqKs5M430dW1ww19y9h1mbgVfFTlm2gRnmVN7y5vYFDBW7fW5chPDg2yDsJCN7zCnrTR5nwTW4ZWJX7616gFmN5SrjB954379VhcGXd4Nz718VZ87kT4bdlh4W3DZlwQ8B9dqBW2YjBvq6C9Bt2N6zdmR7mqJqPW2BWwLH1nMztLW1dK5zt4wKCM_W1Kx7XK8L8vPCW43q67593x8Y7W440GLT2SNNR3N3xcYYbhbjFK3nRs1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgPV5VBr6z21M_WB_W6xwwcY7TZPvvW5_RfTV10BMqmW3V9R7W7nJykqN2t7CYJy3rbMW6b73035G26czW6xQsgx4J0sX_N53ByhTXMQMdW4B-2K68Jk7LPW66-f715KHFLTN3gzgFF46R5ZW7fd2YN4YcBGhMbnp8zpY_bBVF14J-2QgNrfW1dn-f14T_BFlW6jNLG52D6BXTW6kcCLb7fpp-ZW5QGDyx1gHG2KW1Whrft5wCgYRW82mpzp4s0DN8W28y7J91ND0gVW8xz-KS1RjYjf35f81
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgJlFW7rSsDK7QZV6NW64_xvP3wl67dW4f7S6P82DcCrW7kQznZ2Q9vTpN4wXLY1H8hhPW2B0KGN10TbHMW52_QNm51X7sGW4PpB187GDmfGW4HBg5R8cSRwKW6xDSQ68g2Mf7W4L1x1y5qzyJjW7rm-yw7Nx2lVVrBcWq1MqXdFW5-34s24SFy86W5ykrXN87F59TW4RWd-16Gs7lPW3Gs3GZ2y1nMDW1zkKVH1fVbJ0W8YQmGL8HJk4LW4Ccrzg3cxRF4W89HSnV7WY3jtW7LJw514P1Xp331BL1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgWq5W63nd9j4GJ3PQW5dCBGh8DxnXqW943kkn8wJbd9W7YBw1p8VBGftW75Yly927qNB2W23YBYR38crynW2NPGQn5PXThJW8M1R271c1mVCW2TnXzt28jptvW5l_01X28vFBDM_2wPCbhTvrVqND-g6-6XqzW3Qglp46XBBG0W15-Nfb3ysrsxVgtrFv1FbLf9W7FvBC-2W-GZYW5BpRq-5YYcYmW55BjGR8c6VhKW8Vx6JN2CKYt8W3vgZGC5fY77ZW14GbZd5tF40KW5X6m8J7tjYLg3cnY1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgWq5W63nd9j4GJ3PQW5dCBGh8DxnXqW943kkn8wJbd9W7YBw1p8VBGftW75Yly927qNB2W23YBYR38crynW2NPGQn5PXThJW8M1R271c1mVCW2TnXzt28jptvW5l_01X28vFBDM_2wPCbhTvrVqND-g6-6XqzW3Qglp46XBBG0W15-Nfb3ysrsxVgtrFv1FbLf9W7FvBC-2W-GZYW5BpRq-5YYcYmW55BjGR8c6VhKW8Vx6JN2CKYt8W3vgZGC5fY77ZW14GbZd5tF40KW5X6m8J7tjYLg3cnY1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgTV0W3XWZkB8HXqCjW6WPzSt7H2-yTW5NzM7V44BWZTVW9lxB897TfqW3QTWrw1cJG7vW59V13927n1GGW7G6MtP86LwjVW6H776s6mF1pvW9brW_r2Qf-kzW6Chvy9516Hx8VSTq2r4HvFXtW5l6d-53dJsFmW7Csc5q3wq2NhN2X9-_ybsrcLVvjLS661s4xHW9cv1vM8TR-80W3mP77K8pSD22W18dmB-3CXMb9Vr2f2s8ttShXW4-ytNK85_yp7W5l6QWF7R9NnBN65bnW9x61l83bWm1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgM3xW2xWzbk21cwNwMxtLxzKJ4tkW7XyfrC6bmjCyW7GL5125Wgn2xW7qk6Mb3nDKSKW8hn-w11CY-VYW6fZFYY8RxkqQW8rT9wR8tD1L8W6HStBj7rtwbZW9l4MK44M5C7sW3x8_cH1gXDj8W2V2Mch1ByWX1N4BlVT2WJw2vW1GZc3X5YRKgqVvwDXK4m9GRYVxvYfl1j6kVjW3FNsky4Fy00rVvVpf55zcZKPVnlcnT2pZ83WW34GL6l50dcJ4W1VCHMW2lXnhWN7q-mPVdzkVZ3ljY1
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deposits to increase $3.3 trillion over the same period (Fig. 8). 
  
(2) Weak loan demand. However, business loan demand is weak because corporations 
raised a record $1.4 trillion in the bond market last year during the pandemic when the Fed 
backstopped the corporate bond market and corporate bond yields fell to record lows (Fig. 
9). We previously estimated that half the funds were used to refinance outstanding debt and 
that a good chunk of the rest has financed a capital spending boom, leaving enough left 
over to pay down bank loans. Over the past 52 weeks through the June 2 week, US 
commercial banks’ commercial and industrial loans collectively is down $450 billion, while 
their holdings of US Treasury and agency securities is up $895 billion (Fig. 10). The banks 
have had no choice but to put much of their deposit inflows into securities rather than loans. 
  
(3) Treasury writing checks. The Treasury’s general account balance at the Fed has 
dropped by $940 billion since the start of this year, from $1,670 billion to $730 billion, as 
deficit-financed (and Fed monetized) funds for pandemic relief have been dispersed (Fig. 
11). 
  
(4) Overnight at the Fed. To avoid earning negative returns in money market instruments, 
money market funds have been forced to invest in the zero yield they can get on overnight 
reverse repurchase agreements offered by the Fed (Fig. 12). 
  
The June 9 WSJ reported that “some banks, awash in deposits, are encouraging corporate 
clients to spend the cash on their businesses or move it elsewhere.” Banks have focused on 
moving clients from deposits into money-market funds. “The money-market funds, in turn, 
need new places to park all that new cash and earn some interest. But rock-bottom interest 
rates have pushed them into storing it back at the Federal Reserve overnight, in a facility 
that pays them zero return and had been largely ignored for the past three years.” 
  
Bloomberg reported on June 9 that demand “for a key Federal Reserve facility used to help 
control short-term rates surged to more than half a trillion dollars for the first time ever, 
accommodating a barrage of cash in search of a home. … Even though the offering rate on 
the Fed facility is 0%, demand has been increasing as a flood of cash overwhelms U.S. 
dollar funding markets. That’s in part a result of central-bank asset purchases and 
drawdowns of the Treasury General Account, which is pushing reserves into the system. At 
the same time, regulatory constraints are also spurring banks to turn away deposits and 
direct that cash to money-market funds.” 
  
(5) Muni shortage. On June 10, Bloomberg reported that the supply of municipal securities 

https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgN4mW9gJLfn58m8WRW7M6ctM31fgvFW3HgbqG1hgw4mW2xfVGQ46MWLpW6j4Lcx2T4NzMW1jQF5s5H46l_W8P_4t04PHlP8W1Z5pyZ51p4F8VvWQ6M7B_32LW59-RW943ZNc0W6Z0KGZ1c7H4mW59Gx-66RSBmCW402PFs22XqZ3VDXkLW46_fnvW2L7rG77GWjlRW79xmZq50n1wkN3cc_ZzF-c_bW4SwXg-5dw_J1VbXtNy14NYlhW5TYSrP4Kbc4TN8WYY5qt_1TwVmcWxr4v9-LT38PR1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgDQJW10tgf_20Q3B7N6ZRQSv4ySnfW3q0P8j8f7Qy7W5sYq1D6KmMkGW7t3xmz7JGlQpW1nNxMv90d_59W4C5Tbt8ZKG6SW7Rd6XC2j6rcCN3p7JssvqqzsW4mrt1f34ZBssW3W5YZy94DD7sW4XrXG11K3G84W5Qmffv8lRTV9W4_wZdQ3VwHzpW41PFXK24m3xdW4z8Tf5962w0xW306KGl5ytgvkW5-6H4t34ynbhW7mhVxw18kX3cW6-8rcv5ddWwqW3Xf1v55XqrF8W2S5sbf36BTqz32kb1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgDQJW10tgf_20Q3B7N6ZRQSv4ySnfW3q0P8j8f7Qy7W5sYq1D6KmMkGW7t3xmz7JGlQpW1nNxMv90d_59W4C5Tbt8ZKG6SW7Rd6XC2j6rcCN3p7JssvqqzsW4mrt1f34ZBssW3W5YZy94DD7sW4XrXG11K3G84W5Qmffv8lRTV9W4_wZdQ3VwHzpW41PFXK24m3xdW4z8Tf5962w0xW306KGl5ytgvkW5-6H4t34ynbhW7mhVxw18kX3cW6-8rcv5ddWwqW3Xf1v55XqrF8W2S5sbf36BTqz32kb1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgJRKW3DgDFp3fs75lW5dCVyb8lVFnQW4FHbkr7k9N7xW7dsTKY5TDlgMN50hqB6kl2jrVjpzwj4Fj3XgW1Nvl7N5Zyy2nW39V1ZG1VhLCcW3cFN888fS9b0W5_ct2z3F9xJvW8g5DNV5mMnnnW6Tbbwl6L4wVTW5B8lr97j9Q1sW2lSJQm4VCktmN8b2gcbDF6vnW7TQCWk6RGy2mW6fLZ_p2123C1W3rGXNn2t30cZW1k8Jkf7q8GFDW7n522x1kh9gDW1y3KMr7Zwp3PW3wQnwY5HqdxM31PD1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgMdyW1bJ-YG3tKkNvW2Xx-_T1SQXx8VT6hCp3dY03XTXtLD6prvBmW7V8n4w1-7srWW4dzVY119kB2KW42sQML83Y2YdN1c2LxW2W_-TW5TV20C4vQTrfW59tM_650N4BxW2v3DBz36S3L9V8wyCt4nwPYtW8-6qJS6Vzx_QW7DT7mt5x0N_KW9bxFz845vMnhW1sJRbl4yM1CvW2JDl_K3Y-10SW8ZZhTM7S-1YwVctfxQ7d7L2-W2vBxMn79NgcsV-J6Dg4-cGHWW3SFv_42thyn73fNf1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgMdyW1bJ-YG3tKkNvW2Xx-_T1SQXx8VT6hCp3dY03XTXtLD6prvBmW7V8n4w1-7srWW4dzVY119kB2KW42sQML83Y2YdN1c2LxW2W_-TW5TV20C4vQTrfW59tM_650N4BxW2v3DBz36S3L9V8wyCt4nwPYtW8-6qJS6Vzx_QW7DT7mt5x0N_KW9bxFz845vMnhW1sJRbl4yM1CvW2JDl_K3Y-10SW8ZZhTM7S-1YwVctfxQ7d7L2-W2vBxMn79NgcsV-J6Dg4-cGHWW3SFv_42thyn73fNf1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgSgHVx6Z4R16SR6BTKhvY3WXYlYW6tkvrj133v-QW2bCJjz8wGFssW6h0NJM5yKwGPW4Lx7Sc3BRSLvW4bDq3f7FrBr1W3QCGSj1qjRFsVrqHdG5TKRnCV-JKJN5j5vDTW3tnbGj6JqkJCW4NqfYX25xhW7W40JGs26SX27TVFMp-T8Y9dMPW7Y5_PQ6Lb5nPW7smFjP1Q8CL2W42zyr01m9KLHW7gQzyv7dKw6bW4dN2Qt2zMFBmVpMMQj4t_yJyW1xlzjF1MDNmCVpBppN19jSVW3kcH1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Zh3p_9LV1-WJV7CgPFtW1QdG7V5wHzVqW1xRtc393bM88N5YFxsY6sDScW14TxFW19tGHHW7k57tm5Rc_kRW5lJcBr4K-hbNW3GH1Yp7LZVGdW9fqR885Xs6-jW3Fjp6V8SSr6nW1V8F7Q5LqtJxM86ddssRvYHW7cZ7ls5vS2MtW2_Lj_V5J93YcW4Nm1LN3bKprKW1pCnDY2LXSjBW3cKJY42LdT11W2SzNrz3gCH2_N7wKk8QW_XyPW1gWXq68ty30zW6yy8vr4j8gLvW2rW80x7ty0d6N7gPzYzGjCVJN2qrWZMHCvbkW3NtXqm5Gh6rcN5HgdSThsgJlW55G29S6S6zbsW6vP41F8kz4ckVX8b_j4tZFJL36jk1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Xw5nxG7V3Zsc37CgDnLW3tNdX4659Cb5W7pyjtg6xWp6lW5QgmNN3kVgBgW2rXzvS12rDYtW94h61X3pkNwrW6M8N6h3G7l3wW1ftNhp79GwwCW3Kd9XN1nNtG3W51MrQ-5yBfhBW9gYQND242B2SW3dX9BB5Nycy1W71jy8w6X6F5xW3K_pZq66_ygzW53d3h23cMz2VW7c8qzF8Rcz83W5_ZX5W2ykz8cW8jPhy_8z45W7W47SJgj7fYjbCW4MlM_Y4k1jLhN6jRxLT3p71mN2593-4-XTR6W7t902043pgv8W3gl5DD4lqxkPW2nzXSw3D8zSQW6rJXpw3mVwyqW588f1Z79RhvzW1hr7x96xL85QW8SsJ-v7G0Vg-W7dljtZ2pJTRvN8vDm1wBsJfDW3pmj8M5s89sKW86b3CM7xGSZL3jK11
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9XQ5nxGrV3Zsc37CgN4DMpczMhz5dmnW1_3xWv1fZN0NW1Ymf7c3-Z0_fW1QDSk63SswZbW45V9Dm4y1xlwN8gHHf8VlDSqW7P5kP-4D_bXQN4NWJZMwQTSCVgCqRZ4T6MtCW1_WMD34k8jQ4W6WxNRZ4ZZHGWW27bWnv4MQwVgW27RnC_66_Sm0VTtxFG1ncrHRMpmpn3YhjzWN4VZNJ8vvjcHW5qBQ3r1WLCXGN8M9Xnpr9BncW4nRMrq1FQSfDW4F_hvq62xvRyW1C1S6y2N6zkLW5P3Ms36QfmSnW1QhGdx4-981SW2_Hrlv1KyZBCW24WlYK8VBWDxW6ThsVv40bHTFVw427Z4v7YfFW18963p71qGf6W802n_B4jnWcqVV3Bc98WGJ5QW2fZZXp6xl2CYW8LJdM_5SZYZ8W6_mkBn42jHBWW6XWKdD9cHN_63l4N1
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has dried up. “The amount of debt changing hands in the secondary market has become 
unusually thin, with investors holding on to their bonds … Tax-exempt bonds have been 
heavily in demand this year, in part because of President Joe Biden’s push to raise income 
taxes on the wealthiest Americans.” The AAA-rated muni bond yield composite is back 
down near last year’s record lows of around 1.00%. 
  
(6) Foreigners and pension funds. The June 11 WSJ reported “recent Treasury bond 
auctions have seen an uptick in demand from foreign investors. A 5-year debt sale on May 
26 received the most bids from overseas investors since August at over 64%. A 7-year 
issuance in the same week saw the most since January.” The latest data from the US 
Treasury department show that major foreign investors upped their holdings of longer-
maturity US government bonds in March (Fig. 13). 
  
Furthermore, the WSJ reported: “Another source of money flowing into Treasuries has been 
pension funds. Strong rallies in riskier assets, like stocks, in recent months helped to close 
the shortfall many funds have between the value of their assets and their liabilities, allowing 
them to move cash into safer assets, like bonds.” 
  
(7) Bottom line. The Fed has flooded the financial system and economy with liquidity, 
contributing to a demand shock and inflationary pressures while pushing the bond yield 
down from its recent peak of 1.69% on May 12 to 1.47% on Friday. 
  
Bonds III: Fed Is Getting Mighty Tipsy. The Treasury securities that the Fed has 
purchased in connection with its unconventional quantitative easing programs—from QE1, 
QE2, and QE3 to QE4ever—have distorted the pricing mechanism in the fixed-income 
markets. That’s been especially true since March 23, 2020, when the Fed implemented 
QE4ever and aggressively purchased Treasury notes and bonds. Let’s say all that was 
necessary to get us through the pandemic. Why then, the question becomes, has the Fed 
also been buying TIPS aggressively since the pandemic began? 
  
Since February 2020 through May of this year, the Treasury has issued $79 billion in TIPS 
(Fig. 14). Over the same period, the Fed purchased $210 in these securities. As a result, 
the Fed’s holdings increased from 8.7% of total TIPS outstanding to 21.4% over this period 
(Fig. 15). 
  
The Treasury first issued TIPS to allow individual and institution investors to be protected 
against inflation. By buying up TIPS itself, the Fed not only is distorting the pricing 
mechanism in this segment of the fixed-income bond market but also is depriving investors 

https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9ZB3p_b1V1-WJV7CgCF4N1SZ3k4M2yw8Vs4LW443R-bCW56yJbH5QWsFmW31-3c819ppLDW4GPpy91gs-v8W79pxYp3sSWslV-xdsk1P8Z78W68w1HR9lDTmwW89sGyb5kDvdmW7658DM5jrWpXW3DhQrR2qmBvNW32h_jH9fzqmFW5hkHJ76XvCBqW4qw-Mn5Q6zY4VMLXr78btWWQW7h-WwG4SkyjnW2XPjlm6FTf3lW4ZZtds2Kk45KW8sWTN696rF3dW5QbW1m43VM4rN53SpzXn8HLHW5KvQ4M2fr2y4W4vtNqm8gH5Y1W6x_RJT8b-wlxW1qdzMJ3SwBvwVzH8nK5hYVzHW4PtvNB2QMbZGW7066sN2cWLqjW2Q0Hz37rYs89W5zRcxc6tXM5k37Zb1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgQyYW95pRhh2cY2G9W8GxJjV5vsfpPW73w72w18KrKCW1N6ZhM5lPDFJW3pdPfN1ywmzgW8LLDGy75NxwZW1sKnZ82jsrT8N8FVFg1ZmRd_W7LWTFJ755RcbVznf4T3QfxWfW2-KjhJ8f3GTVW58pCFD86qpGCW53Db0K8YdRR9W37lPcg8_VRMnW2X1Q5D75rHlGN6m8VDVy8Z0JW6zN3Lv1hw8gBN4k1FtnzSFGcW4V-bnh5-ygL3W7m5KHR6qktZvW4zSbDc3BtlG7Vv4hGb4X8JNf320t1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgWlxW2-Fx_j71N_tFN1FxTZ1XZgf0W47wl2Y8pt4JHW8_FQS06t4Z7CW2q448P5-4j8lW7RSTJr97-8gkW7VRr3W2BB9sLN2pfVTGnZf-5W2hPgdY4n20qNW2Wq0sY3FqM1PW635bNp746kQLW1gy59s5fhdB4W79Gscp5dy0dwW6_7fTf3Yyl9cW8Tc33X5ZX9z0W2Yn7lT7v7ztSN6KDs12yvCmvW3_XMXK3XVwX0F7qVMc7YNTcW2GHYF71RqngJW9kZ5ck24pcFjW3d2dK24JsD7B33Sj1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgPLxN7YNKwbpjWvkW7BhDvT2zJnZkW7vcCz-59pXR5W6h2v7W9lzgRCW6ffbfd83Nyp4W2nn0zY6dGmbLN4G0y-NF947mW2x4PT711Yt4VW2WPY3h4R6cYYVtYgFG8f2FBVW2ZpKb-47_9KzVPN_jN3_bPRRW5jfpBb8m043CVg-Jg45XHZQpW2n3-Jh70Nb7JV-RX591d1q7dW6WLgb24BCHmvW1M1Gm08yVZg_W7rCCkd11fQq2W48Vk6y3KTjpTW3r-WB34563XbW50FX_C7wPkBT3pf31
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of a significant portion of the TIPS outstanding available for purchase. The yield on the 10-
year TIPS fell from 0.15% at the start of 2020 to -0.85% on Friday (Fig. 16). The Fed’s 
purchases clearly contributed to that decline and probably also boosted the expected-
inflation proxy in TIPS market (Fig. 17). 
  
Bonds IV: Good News on the Fiscal Front, Sort of. The Treasury released its May 
budget report last Thursday. Hip, hip, hooray: The 12-month budget deficit narrowed from a 
record $4.09 trillion through March to $3.32 trillion through May (Fig. 18). The big surprise 
was the big increase in individual income tax receipts from a 12-month sum of $1.66 trillion 
through March to $2.04 trillion through May (Fig. 19). That’s a new record high and $279 
billion above the pre-pandemic record high last March! 
  
How is that possible when 9.3 million Americans are still unemployed and payroll 
employment is still 7.6 million below its pre-pandemic record high? The only explanation we 
can come up with is that individual income tax receipts were boosted by the pandemic-
related spike in unemployment insurance benefits, which are taxable. In other words, the 
federal government giveth and taketh some back. 
  
Bonds V: Tug-of-War. So where does the bond market—stuck in the middle of a fierce tug-
of-war between the Fed’s inflation outlook and what inflation is doing—go from here? The 
Fed will win if inflation moderates in coming months as the base effect wears off. If that 
happens, then its tapering of asset purchases will start later and be slower and its hiking of 
the federal funds rate will be even later and even slower than that. That seems to be the 
scenario the bond market is telegraphing. However, be warned: The bond market’s pricing 
mechanism is broken, because it isn’t really a free market given the Fed’s ongoing and 
heavy-handed intervention. 
  
While we agree with the Fed’s party line on the likely transitory nature of inflation, we think it 
might run hotter and last longer than Fed officials seem to expect. That’s because they 
believe that the recent flare-up in inflation is mostly caused by the base effect as prices this 
year rebound from pandemic-depressed year-ago levels. They also dismiss widespread 
shortages as temporary and likely to end once supplies catch up with the surge in demand 
attributable to the reopening of the economy. Furthermore, as the pent-up demand is met, 
demand and supply will come back into balance, they maintain, such that price inflation 
should cool off quickly. 
  
Kind of makes sense. However, there are countervailing factors at play too. As we noted 
above, we expect that inflationary pressures could be more widespread in coming months, 

https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgDG-W8hN_v27fWG12W20sBQp7zglY-W2bHgTL1QxqKmW6jlyvs2gn8mRW2HjKhq2LCZGtW8sV6pF2gdr3xW2lfg846s4BP5W7JvLn45VHjc0W5y8qy11dD_NhW3rkvpl7SXwrtW3-Jrnj5tfYppW6dWSVp6JFNjdW7MdJGb27cH4DW5jNkwC5Nv5wgW3c8DL-6hxc1_N4z41cSYlmh8N1vhGn0rGMJQW6jDhM12mwyDWW7Yr5r37jCCr_VJ-9q636FP8fW8w1YrM5_l8SgW9b6fCH4QP1q-33mT1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgYYCW7g_zNS6pQ-YZN70nBBTqzqrBW3SBz5S79sydyW6VNRhL80VNz5W6Cqhz22ph6H3W3xZb17581JktW2H2RFt2dZCLkW11wCXN16TdBqW3Ycm0L8sDdbtN3rY8L2ws7DFW20x9ms4nt8zsW94syKQ5344RhVGhWGy1-yZ0DW4CmJc448_8BHW3225p95fFNZWW8_H9YC16MG_4W1MVcgD5tnjHVW13cYZY4vCD-_W1-yyV72JY3QtW60J9qP3q32xqW8Y3gFH44mL80W6S_1xW6b870W3l_Y1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgTLFW5GYCmY2gdjpgW1w5Cy48CX7T8W45mVrP7-_kzYW7ypDkB435-2sW6pcb4K7632KGW8VkNP55qs41fW7671WN6Wp24NW1VhvT_6k-v78W45bvfG8Q3p-vW2fQLdJ5Ytn74W8VB7g47DDHXxW8s6jvK2PCt1LW2zpQ9k8hCK9_W1nymxk4GBJctW96L71S7P6bb0W8l1_vm1cX4V_W4qjbxz3-f8CTW5s9vXK526KmNW5xDsNQ8xl-TJW5l-xs-3R9mMkW10nf_C4y-Hb_W2kX4gN4_9Lyy3nF01
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgDbFMsQpd66t6WlW6tgxvX1krGgwN7tzHqL5gMVGW6YQKb81mjlDSW3ynkW15XpCmHN91D6V3K-p69W52TP088h-D0MVCbW8F66x6C7W5yR3c27w70FHW6Q7KKn3-wy26W7M2Xyl5LZYYyW6ZLBZ48CVZ_nN97WJCwx3QycW9bnSNb6KhPQyN7WxBBGd9yNKW7KttW71zY317W7y007Z4qrqvHW1jcJz69c0kgcW6Ts76c41MbfzW8QFdy-143rxSW3yMm_D5f5mfBW6NHhxH6M0bGw36GK1
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reflecting rising labor costs and persistent order backlogs related to the shortage of labor. 
Also, as we’ve recently discussed, we see more upward pressure building on food and 
energy prices and on rents. But in coming years, we still expect that current inflationary 
pressures will dissipate as productivity growth continues to improve during the Roaring 
2020s. 
  
Now let’s review some of the latest developments on the inflation front and the Fed’s likely 
response to them: 
  
(1) Barber of Locust Valley. The most important recent development on the inflation front is 
that my local barber just raised his price for a haircut by 30% from $20 to $26. The increase 
isn’t a base effect, since he didn’t lower his prices during the lockdowns last year. The CPI 
index for haircuts and other personal services rose 5.1% y/y through May (Fig. 20). That’s 
up from 3.3% at the start of 2020, just before the pandemic. By the way, this inflation index 
is highly correlated with the yearly percent change in average hourly earnings (AHE), which 
has been distorted by the pandemic. However, AHE is up 4.4% (saar) over the past three 
months and going higher. 
  
(2) CPI base-effect categories. The 3-month percent change in the CPI at an annual rate 
through May was 8.2%. A year ago, it was -4.5%. The jump was dominated by categories 
that probably tended to have a big base effect. Here are the major outliers’ latest 3-month 
annualized increases through May of this year and last year: gasoline (27.4%, -122.2%), 
lodging away from home (48.9, -49.6), airfares (73.5, -116.2), car & truck rentals (182.2, -
90.4), used cars & trucks (74.8, 0.0), and household furniture & bedding (23.7, -7.6). 
  
(3) CPI rent. Rent has a big weight in the CPI. It was depressed a year ago, as many urban 
renters rushed to become suburban homeowners. But home prices have soared 20% over 
the past year, likely causing many of the renting would-be homeowners to keep renting. 
Rent inflation is also highly correlated with wage inflation, which is picking up. Here are the 
3-month annualized inflation rates now and a year ago for tenant rent (2.4%, 2.9%) and 
owners’ equivalent rent (3.0%, 2.7%) (Fig. 21). 
  
(4) Dot plot. The dot plot in December’s FOMC’s quarterly Summary of Economic 
Projections (SEP) showed that only one Fed official thought a rate increase would be 
appropriate for 2022. But the latest SEP, for March, showed that four Fed officials thought 
so. We expect to see continued drifting of the dots to 2022 at the next update, for the June 
15-16 meeting. Keep in mind, however, that the SEP does not include a prediction about 
tapering bond purchases. For that, we need to listen to Powell’s post-meeting press 

https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgBj0W1qYKzD6DMMK2W53FTvC3C1Z3fW51DXTY9bNXzdW64Q26Y63QTHlW9m1t6K7fdt3xN4ZqYzf-pPzPW13NfxN1jZHnXW5ZqlZy1cDPfnW32fb2C2j4qjvW7tx-5d880fJkW2Hww6D6xqyXjW6gZw9V7fM-3VW4rgyQf3kb8P-N64vfZYx2fQ1W5cHMKB5WZVHtW5DsM0w5kQLzMW5xzjYj4WkHxJW1Cf11920b6bHW4-2NcS3Zf1jrW4BbpwN6KM09HVly7yN3rh-NbW35rCfk2F7JBc3hhy1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgN8HW3sj6vD7BWX2mW9dk_2g2xMpDqW7GXTMp4t_kfMW8hRLcv1ScKsnVD3r0k7knF80W5V-2P76c_SchW41DqP61rf0zLW4WWW6D69g6x3VcsqGP1Zm8WLW6VBWzD54RG0cW7G938t86BZ1kW8m3SnM7Rq9X-N7xVkmY66yMzV9Z9F87s_scdW8bPsjD2bz4YTW84BHvc5HtwTdW7BlYQ53mrsBVW24lKxX2jdB7MW3twDLg4jytd2VLCtvl1dK2n9W8XyJDN734tLBVB6HzD4BjPmq32hR1
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conference. We expect him to say that the FOMC has started to talk about tapering. 
  
Bonds VI: Vigilantes RIP—Again? It’s a fun and funny business we are in. When the bond 
yield was rising earlier this year, I was often asked if the Bond Vigilantes are back from the 
dead. I said “yes.” Now that the yield has declined in recent weeks despite the surge in the 
CPI, I am often asked if they are dead again. I say “no.” Rather than fight the Fed, I think 
they are taking a siesta. The adage “Don’t fight the Fed” applies to the bond market as 
much as the stock market. They are likely to be back once the Fed starts tapering. 
  
Movie. “Halston” (+ + +) (link) is a Netflix biopic series about the American fashion designer 
who rose to international fame in the 1970s. His first big hit was the pillbox hat he designed 
for Jacqueline Kennedy, who wore it to the inauguration of her husband, President John F. 
Kennedy, in 1961. His designs were usually simple--minimalist yet sophisticated, 
glamorous, and comfortable at the same time. During the 1980s, his lifestyle was much 
more complex, full of s*x, dr*gs, and rock & roll. He was a regular at Studio 54 with his 
BFFs Liza Minnelli, Bianca Jagger, Joe Eula, and Andy Warhol. The script is very well 
written. And the cast is superb, with an outstanding performance by Ewan McGregor as 
Halston. 

 

Calendars 
  
US: Mon: None. Tues: Retail Sales Total, Ex Autos & Gas, and Control Group -0.8%/0.3%, 
Headline & Core PPI 6.3%/4.8% y/y, Empire State Manufacturing Index 22.0, Headline & 
Manufacturing Industrial Production 0.6%/0.5%, Capacity Utilization 75.0%, Business 
Inventories -0.1%, NAHB Housing Market Index 83, API Oil Inventories. (Bloomberg 
estimates) 
  
Global: Mon: Eurozone Industrial Production 0.4%m/m/37.4%y/y, Japan Industrial 
Production, RBA Meeting Minutes. Tues: Eurozone Trade Balance Germany CPI 
0.5%m/m/2.5%y/y, France CPI 0.1%m/m/1.4%y/y, Italy CPI 0.0%m/m/1.3%y/y, UK 
Employment Change & Unemployment Rate 150k3m/3m/4.7%, Japan Headline & Core 
Machinery Orders 8.0%/2.7%China FDI, Bailey. (Bloomberg estimates) 

 

 

      
 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgWzyW20Kr081FDHT_W2DGkjm87VVQVW7PcQD4923Yd-W7_Lrx912tF4kW9knjVN8p0pNrW5DnJ3N998LhqW8_LpfG7YltSjN6bDkYK8bk3JW3FTknm1zs-HvW6sQDRS4TBgN9W6SwP6b2rMq2xW1P6Ghx5QP6k6W371VfT5d99FFW37hJ8C7xWKtxW10fkQS3qY3wkVx1QJ94WH03pW1N_4X86Nh2hsW6xcXrN7d3-_1W5Nx3915n4-9sW3vZ5Y92NHGcsW96nhPZ38ZPqQW701-z15qcBQD3n0X1
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Strategy Indicators 
  
Global Stock Markets Performance (link): Last week saw the US MSCI index rise 0.6% 
for its third straight weekly gain. The US ranked 22nd of the 49 global stock markets that we 
follow in a week when 26 of the 49 countries rose in US dollar terms, and the AC World ex-
US index rose 0.2% as most regions moved higher for a fourth week. EM Eastern Europe 
was the best-performing region last week with a gain of 1.2%, ahead of EMEA (0.9%), EMU 
(0.6), and EAFE (0.3). EM Latin America was the biggest underperformer with a drop of 
0.7%, followed by BRIC (-0.3) and EM Asia (0.1). Turkey was the best-performing country 
last week, with a 6.3% gain, followed by Jordan (3.3), Israel (3.1), Thailand (2.5), and 
Greece (2.4). Peru was the worst performer with a decline of 12.4%, followed by Egypt (-
4.6), South Africa (-2.5), Poland (-2.3), and Austria (-1.6). EM Eastern Europe is the top-
performing region so far in 2021 with a gain of 18.4%, ahead of EMEA (17.4), EMU (14.0), 
the US (12.4), EAFE (10.2), and the AC-World ex-US (9.9). The following regions are 
lagging, albeit with gains: BRIC (4.2), EM Asia (5.4), and EM Latin America (7.9). The top-
performing countries ytd: Austria (27.9), Jordan (26.1), the Czech Republic (25.0), Hungary 
(22.7), and Canada (21.3). The biggest laggards of 2021 so far: Colombia (-16.5), Turkey (-
16.4), Egypt (-16.0), New Zealand (-15.5), and Peru (-14.5). 

S&P 1500/500/400/600 Performance (link):  All three of these indexes rose for a third 
week. LargeCap gained 0.4% for the week, behind the increases for SmallCap (0.9%) and 
MidCap (0.9). LargeCap ended the week at a record high for the first time in five weeks. 
MidCap and SmallCap ended the week 0.7% and 1.3% below their respective record highs 
on May 7 and March 12. Twenty-one of the 33 sectors were higher for the week, down from 
24 a week earlier. SmallCap Real Estate rose 3.9% in the best performance for the week, 
followed by SmallCap Health Care (3.4), MidCap Health Care (3.4), MidCap Real Estate 
(3.3), and SmallCap Utilities (2.7). LargeCap Financials (-2.4) was the worst performer, 
followed by LargeCap Materials (-2.0), LargeCap Industrials (-1.7), and MidCap Financials 
(-1.3). SmallCap continues to lead so far in 2021 with a gain of 24.8%, ahead of both 
MidCap (19.3) and LargeCap (13.1). All 33 sectors are higher ytd, paced by these best 
sector performers: SmallCap Energy (83.9), MidCap Energy (58.2), SmallCap Consumer 
Discretionary (47.4), LargeCap Energy (44.5), and MidCap Materials (32.8). The biggest 
laggards so far in 2021, albeit with gains: MidCap Communication Services (3.5), LargeCap 
Consumer Staples (4.5), LargeCap Utilities (4.7), LargeCap Consumer Discretionary (6.6), 
and MidCap Tech (7.2). 

S&P 500 Sectors and Industries Performance (link): Six of the 11 S&P 500 sectors rose 
last week, and six outperformed the composite index’s 0.4% gain. That compares to a 0.6% 

https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgXZNW8ZmDcl35_NT1T3jw-82942-W6cmgrn14RnDTW7NHrGT8Ctnl8V3XNcB8Zt0p8W68GCy12lHP3MW6jrcFy8NygJfW8-gl5-8-fcJBW8SgKnp4GJSS6W7K-Ny-8WpD-lVQBJWW4pTw1BW47Shpf189rKXW6xSKm71gvyMGW9ghcN43C4zdhW1FWfTk91536jW3wV96r6k4kBbMzfdlH7sbWgW1kkTMN76TzS9W6QWflj9dXcsyW2JBG6T6swVSNW5mw_Qy2tf4HDW8wCj5Z1ZntbW2vd1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgLTCW5vqzHN1q8c4wW5Z_Sg11HTmDLVj9lkJ6FZ32ZW824YS012G3YxW511CVH5g5-M7W41SG0D1LMPFDVGq53l3DwK4WW74N4P-3XZQZKW6TN31z7H0kc0W3fZPkV2KLJgyW5DJH651JDHCrW1Z8Hy74SktDNW6q4z663Rxg7wW6NF9Ln3SdwrrW3lgF3p5Kd-0PW7qN6wv2z48lNW4Ngg557XpMzGW1BTBMt76BH1FW4FwBgp8X8wbLVF9GJJ8QQSwhW3NZtYf6rF7NzW69gdfK94QK7L36R41
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9Yp3p_8SV1-WJV7CgPpKVxG3pL7CDQnDW7ZC8dV45SRCdW3lp5z18DTfVRW1K3fQv615B5WW6RpBkb6w-1xMW7tbdQ01S2C1lN8Vyt_0CN6JCW1K_0h79jfwvyW6w746F4BPMHyW5nwgqS6_1LJzW2HZHm_448RBLW1Vb2kf8nwFZJVP8mjL87wjMpW7-VV2H3vccLLVd0rdd2nN78tW2n2h5X3724XHW53rCcj198SJqW53-0rM5JHQkTW79GBRV8RlKp-W811MqL3gS8-XW4GB-V046dgWKN4jLg6Y8M8hk3lM71
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rise for the S&P 500 a week earlier, when nine sectors rose and five outperformed the 
index. Real Estate rose 2.0% for the biggest gain of the week, ahead of Health Care (1.9%), 
Consumer Discretionary (1.6), Tech (1.4), Utilities (1.1), and Communication Services (0.8). 
The worst performers this week: Financials (-2.4), Materials (-2.0), Industrials (-1.7), 
Consumer Staples (-0.7), and Energy (-0.6). With respect to 2021’s performance, the S&P 
500 has risen 13.1% so far, with all 11 sectors higher ytd and six beating the broader index. 
The leading sectors so far in 2021: Energy (44.5), Financials (26.9), Real Estate (24.4), 
Materials (18.4), Communication Services (17.6), and Industrials (16.5). This year’s 
laggards to date, albeit with gains: Consumer Staples (4.5), Utilities (4.7), Consumer 
Discretionary (6.6), Tech (8.7), and Health Care (9.4). 

S&P 500 Technical Indicators (link): The S&P 500 rose 0.4% last week, but weakened 
slightly relative to its 50-day (50-dma) and 200-day moving averages (200-dma). It was 
above its 50-dma for a 15th week after dropping below for a week at the end of February for 
only the second time since early November. It was above its 200-dma for a 50th straight 
week last week after being below for 13 weeks through late May. The S&P 500’s 50-dma 
rose last week for a 32nd week after falling for a week at the end of October for the first time 
in six months. However, the price index ticked down to 1.9% above its rising 50-dma from 
2.0% a week earlier and is down from its 19-week high of 5.8% during mid-April. That 
compares to 0.1% below its rising 50-dma around the end of February and is down from a 
13-week high of 6.0% above its rising 50-dma in mid-November. The index mostly has been 
trading above its 50-dma since late April 2020; in June 2020, it was 11.7% above, which 
was the highest since its record high of 14.0% in May 2009. That compares to 27.7% below 
on March 23, 2020—its lowest reading since it was 29.7% below on Black Monday, October 
19, 1987. The price index was above its 200-dma for a 50th week, but down less than 
0.1ppt to 12.0% above its rising 200-dma. That compares to a 14-week high of 15.4% in 
mid-April and a 17-week low of 9.7% above at the end of February. It’s down from 17.0% 
above in early December, which was the highest since November 2009 and up from the 
26.6% below registered on March 23—the lowest reading since March 2009. At its worst 
levels of the Great Financial Crisis, the S&P 500 index was 25.5% below its 50-dma on 
October 10, 2008 and 39.6% below its 200-dma on November 11, 2008. 

S&P 500 Sectors Technical Indicators (link): Ten S&P 500 sectors traded above their 50-
dmas last week, up from nine a week earlier. Utilities moved above its 50-dma after two 
weeks below, and Consumer Discretionary was below its for a fifth straight week. That’s 
down from all 11 sectors above at the beginning of May and compares to just four above at 
the end of January. All 11 sectors had a rising 50-dma for a third straight week. Energy’s 
50-dma turned back up several weeks earlier after dropping below for one week and for the 

https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9YJ3p_97V1-WJV7CgP0RW2YFsRk359ZhSW26dL0j4VrvSbW2BjMg15vYvFBN5D6nG5_hrHpW2Czq6G5-p3V6W34z3tP1bWYZNM_2hYcYlyf9W3hFTc21b9HyJW30ZhJY1zDnjYW4g1v9M6Kz_DQW3DD5zq3bTmQlW5VLY0s7cmFTQW8N5gwb1vyKXcW4SkRtX2P8zrpN3TmZ1hzJd83W3M3wjz1zfKQFW25ZvS4800rG4W497Pq120PnLhW1Vt7Dy6T3xsRN2LsnjRyBpkmW8nt4Kj7YZBgLVM0kH7378yXNV5kMLc6vkHKtVr6JGk5x57vB3pJM1
https://hn.t.hubspotemail.net/e2t/tc/VVSlPM4M5Xv-V3k0hS1TG8GvW70RWGB4sNl7KN1n_9YJ3p_97V1-WJV7CgB55VT4pjk5_1W_SN3tWNh3l4KG_W1B7WrV9kl6HzVN6m9f27ykGJW2DcTG831dj9VW2tjSwF1RFtpWW7vPrK87MFkyQN3fg9YGwgszwW5zdXbw8GkyJFW8sqSRB6gKQgmVK30jd7-jV6TW5mm9t46z0JhMW2lnTVq7pbWyxW4pd8JC2zLM9ZW2_H-Fc4c_TRNVPhTkH4rqhTPW1-rnL26GVDgYVYxJ5-6dp1wyW6LG1Xy8WkWJPW4bzYct133bYPM2DTGS9j2jlW5QSpTq134YKcVGj0zy2bZK3FN4gk5wmr0ylP332p1
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first time since early November. That compares to just six sectors with a rising 50-dma in 
mid-March, which had been the lowest count since early November. Looking at the longer-
term 200-dmas, all 11 sectors traded above them for a 14th week. During April 2020, just 
one sector (Health Care) was above its 200-dma. All 11 sectors have had rising 200-dmas 
for the past 14 weeks. Energy’s 200-dma finally turned higher in mid-December after mostly 
falling since October 2018. 

 

US Economic Indicators 
  
Consumer Sentiment Index (link): Consumer sentiment rebounded in mid-June, recouping 
two-thirds of May’s decline, driven by a jump in expectations—with middle- and upper-
income households leading the gain. The Consumer Sentiment Index climbed to 86.4, back 
near April’s 13-month high of 88.3. The expectations component leaped 5.0 points to a 16-
month high of 83.8, as an all-time record number of consumers expect a net decline in 
unemployment; it was at 92.1 just before the pandemic hit. The present situation component 
was little changed at 90.6 in mid-June after dropping 7.8 points in May from June’s 13-
month high of 97.2. Meanwhile, inflation remained a concern, though both the one-year (to 
4.0% from 4.6%) and five-year expected inflation (2.8 from 3.0) rates eased a bit this month 
after reaching decade highs in May. According to the report, “Spontaneous references to 
market prices for homes, vehicles, and household durables fell to their worst level since the 
all-time record in November 1974.” However, it notes that consumers are temporarily less 
sensitive to prices due to pent-up demand, record savings, and improved job and income 
prospects.  
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