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Bonds I: Don’t Fight the Fed Chair. Almost everyone has been puzzled by the bond-
market conundrum. This year, we’ve been writing about it since the March 1 Morning 
Briefing. At the time, we observed, “Powell’s conundrum is that bond yields are soaring 
despite his best efforts to keep a lid on them by buying all of the notes and bonds issued by 
the Treasury, and more, since early last year.” Apparently, he solved that problem, and now 
the conundrum faced by bond bears is why bond yields have subsequently plunged 
notwithstanding lots of evidence of an inflationary economic boom. 
  
The 10-year US Treasury bond yield bottomed last year at 0.52% on August 4 (Fig. 1). It 
rose to 0.93% by the end of last year. It continued to rise earlier this year. Everyone 
seemed to agree that it would likely rise to 2.00% by the end of this year. Instead, the yield 
peaked at 1.74% on March 31, and has been falling ever since then to 1.19% yesterday, the 
lowest since February 11. 
  
The consensus bearish outlook for the bond market seemed to make sense given that the 
ongoing V-shaped recovery in US economic activity has started to put upward pressure on 
inflation in recent months. 
  
However, the bond yield fell notwithstanding higher-than-expected increases in the headline 
CPI for March (2.6% y/y), April (4.2), May (5.0), and June (5.4). The simplest explanation for 
this conundrum can be found in the old adage “Don’t fight the Fed.” In the past, it has been 
mostly applied to the stock market, rarely to the bond market. This time, it has been very 
relevant to both. Its relevance to the bond market has been heightened by the Fed’s 
massive purchases of notes and bonds since the Fed announced QE4ever on March 23, 

 
Check out the accompanying chart collection. 
  
(1) A year of bond-market conundrums. (2) An old stock-market adage applies to the bond market 
now too. (3) Bond yields fall despite four months of higher-than-expected CPI inflation. (4) Powell’s 
four pandemic-related reasons not to rush to tighten. (5) The next inflationary shock likely to be in 
wages. (6) A few bearish indicators for bonds. (7) Fed’s bullish impact on bonds amplified by flood of 
deposits commercial banks forced to invest in bonds. (8) OPEC+ deal greases bond yields’ slippery 
slope. (9) Powell vs Greenspan conundrums. 

https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRsf3p_97V1-WJV7CgCv1W6zFVkF2cDyPYW1CBdJm5MpZMhVdtcsr699yBqW1MVPV-7GZc51W46BtLz2MPdJkVyZR1Q7wM-csW9fQ-lG5-wcMqW3DH95F7BVNqwW7bm8q-1T_7b4N2HWd4nPNpc0N245gp3_SCf7W13w_g82HswvqW7_SZjg2VpcRWW81JvJD8-2-QPW2SfZPV4mn_Y3W41HFQZ772YzGW934Pcz1Stq6zW2V-W3_1wsGB7N6vVYplWkVvgW36yfYV2KbShXVtLxdB3Mkbj2W2BJYQ93Pxg8QW5FFxxX8QhT8MW1SW_Rx7RJLCW34bw1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRsf3p_97V1-WJV7CgCv1W6zFVkF2cDyPYW1CBdJm5MpZMhVdtcsr699yBqW1MVPV-7GZc51W46BtLz2MPdJkVyZR1Q7wM-csW9fQ-lG5-wcMqW3DH95F7BVNqwW7bm8q-1T_7b4N2HWd4nPNpc0N245gp3_SCf7W13w_g82HswvqW7_SZjg2VpcRWW81JvJD8-2-QPW2SfZPV4mn_Y3W41HFQZ772YzGW934Pcz1Stq6zW2V-W3_1wsGB7N6vVYplWkVvgW36yfYV2KbShXVtLxdB3Mkbj2W2BJYQ93Pxg8QW5FFxxX8QhT8MW1SW_Rx7RJLCW34bw1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgV5zW64VWvz73zn3hW6YZ15r99WmPbV6dDM41mz35NW1jV5xd4LphXpW7vtb7Z3n9rnmW6JX_rp6j070tN8cQNmZZHhNzN445J8ptzvHMW7Dfl1G6k5DzxW26RKW-7pcqnJVwFFth7B1v8pW5kHMTH1hHzGtW8zRnnk9bnW9QW2pw7rK8RVFqXW1-d-ZH73VTtKW4M34S64qrygjW1sPn0M2682NzW4fwB3Y2kMgb5W7_85WK5V3pWKW176PhL6GlTWTW13__kL5VCkgPW2MS3vc8drTyj3llN1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgCm3W3vk17T6mV0cgW3Nfmb65Ltq-hW34lDMG3F8pp0W6lMJ3g3ZvJ0qW6Tx6516jwBLVW2h_Vct1qVsNrW7SfXml2Kjw72W2HNpJd3t_mpSW33qg4y6zPKCHW2MrvD-410P4jW688LlQ7cp0sMW1y8FBR8cMGh9W8Qsd3V83LwddN2chdMwFx-XqW6TkVgg2r6qP8W60YVcH6hJG52VkNr-96jdlj9W69PRlv6zTbg6W2wbs2T5VzJs6W5Y0n2z1X8QY8W1g67QM7KJl9JW6hHp0d25h1Jz3lPT1
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2020 (Fig. 2). 
  
That still leaves a conundrum to explain. The bond yield rose from August through March 
despite QE4ever purchases. It did so on expectations that Covid vaccines would end the 
pandemic, boost economic growth and inflation, and cause the Fed to taper its purchases 
and hike the federal funds rate. The yield-curve spread between the 10-year bond yield and 
the federal funds rate widened from -60bps on March 3 last year to a recent peak of 161bps 
on March 31 this year (Fig. 3). In the past, such a steepening of the yield curve tended to 
occur when the economy was recovering from a recession and was heading toward an 
expansion (Fig. 4). 
  
So what happened this time? Why is the yield-curve spread back down to 118bps, the 
lowest since February 18? 
  
The adage should be updated for the times to “Don’t fight the Fed chair.” Fed Chair Jerome 
Powell has been fighting market expectations that the Fed will be tightening monetary policy 
sooner rather than later. He has been winning the tug of war with the bond market. He has 
recently been assisted by the Delta variant of Covid-19. If Powell has his way, the recent 
spread of the variant in the US decreases the odds that the Fed will start tapering its bond 
purchases sooner rather than later. 
  
That’s because Powell’s list of reasons to hold off on tightening monetary policy includes 
the pace of progress in dealing with the pandemic. Consider the following: 
  
(1) Slowing vaccination pace. In his June 16 press conference, Powell said, “The pandemic 
continues to pose risks to the economic outlook. Progress on vaccinations has limited the 
spread of COVID-19 and will likely continue to reduce the effects of the public health crisis 
on the economy. However, the pace of vaccinations has slowed, and new strains of the 
virus remain a risk. Continued progress on vaccinations will support a return to more normal 
economic conditions.” 
  
(2) BEABTI. Powell also said that the rebound in inflation was likely a transitory 
consequence of the pandemic: “So inflation has come in above expectations over the last 
few months. But if you look behind the headline numbers, you’ll see that the incoming data 
are … consistent with the view that [the] prices … driving that higher inflation are from 
categories that are being directly affected by the recovery from the pandemic and the 
reopening of the economy.” 
  

https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgWZcVW5z453tD1GqW3wP7tW2PjvvwW7qZrcN3hGK_lW3wVDsZ5h-FDZW6nxFGN4HQrLxVGSx2g6TzC4QN3tgF4q47qsgW30SzdB6NCGTTW62QHbw7-6bCtVDQBjj1rV9swW5QJT5f3zWwh5Vt-kj82qF9tcW31j1md8018-hW6zYlsv4M5GrzW1CBC8H1-Kn2rW8bxcQQ80hVdXW89HKbV3WTD4lW3lZ0ym5KNkZpW3SVrPD8ckGLnW34b3Mt7FNBZFVmSZPD8KpsvMW5ZwKWp8yfZdJ35kr1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgJKQN2cf-CXNgSYmW5rKb9q7v8FcmW38Sxvw6_gjFSVqnp4R4kbq48W5m-37N6NcygGW78WMfG5WD2MjW7WhXMF8w3lMkW7P5Dml5SZ-zzN4wh6rxmCdcPW5Q62MF5BQ3NQMlwjMTlJJrYW4YGjMz2wRsxSW8lfvyn5tjChMW1lstyj7WZF6kW8Rm3P35Gn81RVm32-d62CjFvW2xYY1B40kSKGW6bsw1k4l8v3dW5sllPB1cFQy3W5XHGTH3BnKKHVSy1Sy3QPw2nW67qT583Frc4r395W1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgQNfW5nzMPL4lXS-JW3s7dm57JVhKFW41YMfX5Hbht1W7stZ_V33ZNlxW6BFbLJ36d-8SW6xQW0_1CVJ5SW7QGmlS1DHlkcW3F5KD57tK8n8W7bZn2j8tMz3TW6mkVJD1kHXpSW9476v753xJzcW41QTFp3R50pzW1lWQg47tvqNcW7_1znG3WxPslW6W6MDY8ywdYmW4JrvCT1hmq2YW1KpnPZ3xbv1WVLcb2n2g8vFMW6f-Zn75NN7hkW5MnKcx4Yg_W6W2J1pg88ggrXPV92lj51ZXl8L31Xc1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRsy3p_9rV1-WJV7Cg-8kW1FD9pJ7yhz3vW97yZF089RJMKW6K1pMG9g-9NjW7VKvgV4KySvlW8yYM9y3pJ5_4W23dDxk2BXCymN2y1ZTND8mD5W3yYhGx5qCk2gVJyT-d8hMPsrW1s_-fr3sZmZlW529lzX2WCVC0W88CgVt71t5gtW4m-qPQ4wTGtVW81ZPCY41-VSgW6g8QlJ6_hSSmW2XZZ358jm626V2Zwlc6nj2k9N2KXwBftvf2KW5ZrSft6p45KrW41BrMr7dZGJBW1rbyZh3HFz1NW8wK7WF313_6ZW2Yy3f45qVq3jW2GB59D1X5m7hW3Gx3098XHs4wW3821yZ3cz67W3cTk1
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Powell has been the number-one proponent of “BEABTI,” which stands for the “base-effect-
and-bottleneck theory of inflation.” That’s his interpretation of recent inflationary pressures. 
In his opinion, they mostly reflect rebounds in prices that were depressed a year ago by the 
lockdowns and temporary supply bottlenecks resulting from a surge in demand as the 
economy has reopened. 
  
(3) On inflationary expectations. Powell also said that the rebound in inflationary 
expectations over the past year was actually a relief: “It’s gratifying to see them having 
moved up off of their pandemic lows.” 
  
(4) Delta variant. In his presser, Powell raised the issue of the Delta variant as follows: 
“What you’ve seen with the pandemic is sharply declining cases, hospitalizations, and 
deaths. And that’s great. And … that should continue. But you also saw in the United 
Kingdom, which has, I think, at least as high if not higher vaccination rates, they’ve had an 
outbreak of the Delta variety. And it’s causing them to have to react to that. So you’re not 
out of the woods at this point. And … it would be premature to declare victory. Vaccination 
still has a ways to go … It would be good to see it get to a substantially higher level.” 
  
Bonds II: Tug of War. The action in the bond market yesterday suggested that Powell has 
won his tug of war with the bond bears, a.k.a. Bond Vigilantes. If they indeed have 
capitulated, then we may be getting close to the bottom of the downdraft in yields. 
  
Nevertheless, for now, the tug of war continues between Powell’s BEABTI view of the world 
and the inflationary economic boom reflected in the latest batch of economic data. Debbie 
and I aren’t seeing much evidence of an imminent peak in inflationary pressures. On the 
contrary, we think that the next inflationary shock is likely to be in the average hourly 
earnings data released in the monthly Employment Report. While we are waiting for July’s 
data, which will be released on August 6, let’s assess the current strength of the forces on 
both sides of the tug of war: 
  
(1) Nominal GDP. In the past, the bond yield has tended to trade in the same neighborhood 
as the yearly percent change in nominal GDP (Fig. 5). The spread between the two was 
mostly negative during the 1950s through the 1970s, when the Bond Vigilantes weren’t 
sufficiently vigilant about inflation (Fig. 6). 
  
The spread turned mostly positive during the 1980s and 1990s, when the Bond Vigilantes 
were vigilant. The spread was most often slightly negative during the 2000s through today 
because there was less reason for the Bond Vigilantes to be vigilant against inflation. 

https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgVmqVw9TRl6j89dJW13jqlx5TV3HQW8Y35sV174rl7N3wjMrM_p50CW8C_czz45DCVCW5TGNQF4zctXBW5y8_BY5xsSMsW4_JXK_9dkpbxW4F7ScW3-d5kdW8YFr9317TdBgW5SzXvM2FrQ2wW8tP0Vg2JQJC7W1SYygR6Cn16yN3Mn84zZGP54W5hwLmF4DflkDW5-hHdM6N89rZW1k4BTn7Dz9G3W7ySC566P4WykW5N18P54MCdbMW5WzLY28wm-FWW17mn1r4XZl20W6WcKMv325kp13ppl1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgV8TW1kF87q3kGYfTN8Sp3lFJZMhNW91-VF_6dB7dXW4x6TgM27W4mDW4TtQhG94wqWMW73YPhf3wQMwCW6kxVYj40Sgx1W8Tz93T54MFGdW7QVlH76W9tzzW2J_Ll66tTzPbW502dld75hk4NW3xSdzv2rW2VVW2f0JZL1TwWJCVCZrPP8Y21vqVQPv6x6YSPcGW5FPvyr5j3v3RW5mPYYY7jD--bVTsDP629YwpdW60H_L23cDmR5W8DgTYt7p1JWTW5FhT1C260ZpwW23Y_kN6JZhLT31gt1
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In any event, according to this Bond Vigilante Model, with nominal GDP up 2.3% y/y during 
Q1-2021, the bond yield should be closer to 2.00% than to 1.00%. The Vigilantes are not 
being vigilant or they are being outgunned by the Fed. (See the excerpt from my 2018 book, 
“The Bond Vigilantes.”) 
  
(2) Real yield. During Q1, the GDP deflator rose 1.98% y/y, resulting in a real bond yield of 
1.32% (Fig. 7 and Fig. 8). The CPI inflation rate was 5.39% y/y during June, putting the real 
bond yield at -3.87%, the lowest since June 1980 (Fig. 9). The TIPS yield was -1.05% 
yesterday. The yield on high-yield corporate bonds was down to 4.04% on Friday, below the 
CPI inflation rate for the first time on record (Fig. 10). 
  
It’s hard to come up with a good fundamental explanation for why real bond yields should 
be negative under the current economic circumstances. 
  
(3) Copper/gold ratio. While the copper/gold price ratio continues to signal that the 10-year 
US Treasury bond yield should be over 2.00%, the gravitational pull of near-zero 
government bond yields in Germany and Japan may be another factor keeping the US yield 
down (Fig. 11 and Fig. 12). 
  
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. 
13). Meanwhile, the price of gold is highly correlated with the inverse of the 10-year TIPS 
yield. We like to think of the copper/gold price ratio as a risk-on versus risk-off indicator (Fig. 
14). Notwithstanding the recent jump in inflation, the expected-inflation proxy edged down 
from a recent peak of 2.54% on May 17 to 2.33% on Friday. 
  
(4) Fed’s ammo. Since the start of the pandemic, the Fed has demonstrated that it has 
plenty of ammo left. The Fed has been purchasing $120 billion per month in notes and 
bonds since late last year (Fig. 15). The bullish impact on the bond market has been 
amplified by the surge in demand deposits resulting from the Fed’s purchases. At the same 
time, business loan demand has been weak because funds are available in the capital 
markets at record-low yields (Fig. 16). So banks have been forced to invest their deposit 
inflows in the bond market. 
  
(5) Oil. Of course, yesterday’s slide in the bond yield was also greased by the drop in oil 
prices. Oil prices plunged more than $4 a barrel on Monday, after OPEC+ agreed to boost 

https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7Cg_5rW4WgnN61TP90fW96Q8mn8GLMrfN3mvpYjgQ1vVW5yq-xK6px3mgW6b-42P3l4Q0hN65B_NfXLpntN5_0fH9nT8CfW4pkwn471lKkQW8PMcf-5Mgc2fW7nhncc6zVxZLW2RrDYZ14jkJ8W5V8Qf529vPCYW2P2Jsy2SdY5LW6fl_zh69WHx_W3YtD4X2SLB6yW17SXwH8tJ2DDW7YQyLG70qYHhW4GNWb54-4vp3W5W_7md5bBS3vW6XzyF67jCj7jW7wYxrq3jByzDW4klh2c6LMPV937Fj1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgWDqW8Dl8xh40gmSZW7l49Sm47fRZhV-ygjf2dQM2vVC_n_R54LqrDW2Bj8kX6-1RFBVByQTZ17sTYrW2_JT3w1bmnmyW95fjzk5p_VGHW6BbL4l99DWV_W3HFF8S5yJzNmW7JGZYc3hymysW6Q5tSX6mkTTkW4gt_725jbgX8N47YdSkdzMtWW3c7pPD7h6mVrW8TBF1q6sx7qKW7mc0mm5qRz05VGp4d_5vLvjXW7bySYQ8p7TDLW3K3_Q23cQJm7W8vy1J-8SSqz_W58CJyY8vkZmL3cZz1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7Cg-4KW5jVgST4MQSJ7W1LrkR58F0tkGW66CtY46N4FdBW89cYz782T3LWW2jjf1Q5s9W78W9jP5vy6pzJZtW2P_MpZ5N81x-W7GGLGV1dtgLtW6GhggB44pQtqW32dh4-7vKKxVW8RH23r3YP5jHW7Pq0218n2PzCW2rn4Wd613H9kW5KhCcY2Xltc_W8wwmHc8nXzHpW335ckd2hb__nW5jRxZl28ZGJpF3T7_fKW3YXVX3mWZ4ntLdbW2l8QkK1bfYpjW42kS7481CfJRVlH64D5rFL5B3pJ21
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7Cg-ZgN3WflpkX0kT8W8lBg8s5_2lRCW119lM-3QgtD9V3z8jh6nlc2WW5GcrCg4Hrs21W5nC7mG2yX2B3N7ZCdMRYSLxVW8jljBf4YFQv4W13BjR78C-lgZW5wpbBh1lsN7YW7xFtDT7g-l6sW1CkWwq3DkH7cW6WxkNW78kVLMW32c5rF6d5Hb2W4lzgBs6t5WkKW2dJ_xS4LpPk6N23RNkvM_tdBVyJk831wNhLtW24l3dQ2t4qznN3x7k1_FytJHW5xrq6Q1-8VxRW2pKQf04gq7vr31Pv1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgYvHW2jT1LF6yShPWW1FS_W06CQlP2N7Njq1K29yYnW1CytjY2zRH79W5SfQvf5vH8chW2NVDJN6d297bW6HLlM084_QWbW2tBw2L8LWwp4W5qnjMb4s0z2gW99tF8Q1bVQt9W1pZHNN8g3GHLW95PSm76HjjjFW8F3sY86-N-jyW6--vV56lWjcyW9lpjHs7RMy-PW7SydMn3fdd8kW1Lk4Yl2MYktrW7Xq8k81zfR6TW6Z9csl4X-hKdW6cVc7y5kptl0W82LKk-2TF8LmW8gF1jc8_vs_V31F51
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgNxVW3zzXqd3c1C17W1p0Q6g7dnCVyW6VRmy06bNj9NW2hHLRG6FsnhjW8Pzqpb42_GF3W2QCwPd5ljrTwN7Ls9sHQKbqxW8xC7K07vx325W890sh64qv1-SW65QV8x61V_50W2d-bSx4lX1z5W71xrX317jdp8W5CVWVX3CZ7zsW968F3N47vQFyW48hNRV8LbzrkW4W3gnv4x4j8GW8bLJx22Db5B9W57KL072blzZpW1_wdQp5Myz-xN5L6_9Bx0LjCW4kWPpz72hVZHN9kVqd8q6fXT311t1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7Cg-rFW7Fn7DW76-YvbW2552808t4C4wW5xgz_Z8bX-TDW6JBBSG4-8Q9gW2YcrsS1Cp3f9W1t3b6f15_x_HW3f-n9d1rRp8BW6rbB1Y4JQVppN8mPPNc1g7y-W1fq1Jh2G0K4lW15zhf38McsZSN59Y9VKQnyCrW95SDhY5Cvb7kW2hb80x6Jq5cQW1Xdyd_1JZTT0W5GppTG4KKf4wW9bPCtP1GJxVjW7b7fNm4PGg5jW45QfVd1cjG1DW1V8Zrx6PxT6PW3-8kXQ8zgsbRW2YhcGw12xL4r38PV1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgTWFW3W0L392Qj_ZQW5CMrwk6SC9vfVrjlnt4wM-KPW4QYTjx1VxygjW1dqB432rkDpMW8hLY0h2DB13xW3h2ym_2Yqj-ZW6xZbZV36MNFqW6_0Nk_7xZnkWN38yCCXMjsVFW5Dxzr21XqYkVN5p6cR2BLKG_N8Nz_P13FLLLW4hhPNR4pdgH2W927j8h4rL2XDN7k10-G7RPD7W5nbF997RPLdYW7k-rpP9lFRfYW64tp0H3ghhFRN7WkcY4wv4XyW4czW0895h8msW8_1VT-49d8-J2fq1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgTWFW3W0L392Qj_ZQW5CMrwk6SC9vfVrjlnt4wM-KPW4QYTjx1VxygjW1dqB432rkDpMW8hLY0h2DB13xW3h2ym_2Yqj-ZW6xZbZV36MNFqW6_0Nk_7xZnkWN38yCCXMjsVFW5Dxzr21XqYkVN5p6cR2BLKG_N8Nz_P13FLLLW4hhPNR4pdgH2W927j8h4rL2XDN7k10-G7RPD7W5nbF997RPLdYW7k-rpP9lFRfYW64tp0H3ghhFRN7WkcY4wv4XyW4czW0895h8msW8_1VT-49d8-J2fq1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgY1pW2QVvCT6PgHJ1W2QQFbn58mRPgW41vsJ42WST6hW1v53DD5jRpvvW3zFZmP7Ll7fMW5--6xp2rl_18Vk0JQH8MsdyKN6S5Vct7qq1KW1-t-RM8dqM4KW97FV3D3QDkdpN3qTGMDT0QHDW4xtS7647vkXmW28wyWZ8mMqBQW2DTkjQ71WR6GW8QNMJ07n4cf0W8fTBbK3NBcMVW2HV6s_73t-KDW72VhSr89C5K0W3lnr_743ZhKlW646mZB4DG24jW432sH65KXhztW74-wVz33nDXY3p5G1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgY1pW2QVvCT6PgHJ1W2QQFbn58mRPgW41vsJ42WST6hW1v53DD5jRpvvW3zFZmP7Ll7fMW5--6xp2rl_18Vk0JQH8MsdyKN6S5Vct7qq1KW1-t-RM8dqM4KW97FV3D3QDkdpN3qTGMDT0QHDW4xtS7647vkXmW28wyWZ8mMqBQW2DTkjQ71WR6GW8QNMJ07n4cf0W8fTBbK3NBcMVW2HV6s_73t-KDW72VhSr89C5K0W3lnr_743ZhKlW646mZB4DG24jW432sH65KXhztW74-wVz33nDXY3p5G1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgRmDW1b6wQV963vHRW1X303L4dVQNfVY9s6D7cSMrqW3lR0Cd6mrglZW4m9t-t1RnyhRW5PYwMP2QhWZNW8_S4Q95dkvc_W27qw4W3MC8J4N588gG0pT8KdW7B_gwL6nZCF-VVrGbF1WPdLRW44FLHL3X4qvyV_GmBq9lQsB5W6H59h67KzWb3W2dDBfd69XDnCW7pp2H_1Lpl54W7Df6K243tLNJVZBw2S8P7_T_VzFwd_5DNshLVKwVjw8y2gjRMN11F79BVmXN6RpkQFtMSlj3k-G1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgzYxW5JJx5G2hBzc7W1mzdRb2M6c_mW1v62jF5yvzQ-W8n3vv736rKVpW8Nm0Vy2R33q9N1kH61bXVd_pW5HXkcF60S95KN2TtQBVJGbjNW3Y_VMr68zky4N7M5zD_kPZJkW188ngV801StSW5DyrGG11NXFKVWZkjJ5WqcLvN1SzXtb1hYmGVxpvG26FG-KFW4QpP5c6GSgVRW915dlz6xp3RXW8wQMCt2drKJVN3mbGNM7jkW2W1H989N4rD2b7W7JXfsV9dYYwyW90K3jl992fn031x11
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output, stoking fears of a surplus as rising Covid-19 infections in many countries threaten 
demand. 
  
Bonds III: Conundrums Now & Then. The current bond-market conundrum is somewhat 
reminiscent of the “Greenspan conundrum,” which I discussed in my 2020 book Fed 
Watching for Fun and Profit. The federal funds rate was increased by 25 basis points to 
1.25% at the June 29–30, 2004 meeting of the FOMC. That was followed by increases of 25 
basis points at every one of the next 16 meetings, putting the rate at 5.25% after the June 
29, 2006 meeting. It remained at that level through August 2007. 
  
However, yields didn’t rise. Instead, the 10-year US Treasury bond yield fluctuated around 
4.50% from 2001 to 2007. That was a big surprise given that short-term rates were almost 
certainly going to go up at every FOMC meeting, albeit at an incremental pace, once the 
Fed commenced its measured rate hikes. 
  
Then-Fed Chair Alan Greenspan was puzzled. In his February 16, 2005 semiannual 
testimony to Congress on monetary policy, he said globalization might be expanding 
productive capacity around the world and moderating inflation. Nevertheless, he concluded, 
“For the moment, the broadly unanticipated behavior of world bond markets remains a 
conundrum.” 
  
Then-Fed Governor Ben Bernanke tried to solve the conundrum in a March 10, 2005 
speech titled “The Global Saving Glut and the U.S. Current Account Deficit.” He argued that 
the US bond market during the 2000s was increasingly driven by countries outside of the 
US. In his narrative, there was a “global savings glut.” 
  
So the conundrum back then was that the Fed was tightening but the bond market didn’t 
follow the Fed’s lead. This time, the behavior of the bond yield makes more sense relative 
to the federal funds rate—which has been pegged at zero by the Fed since March 15, 
2020—with Powell signaling that he is in no rush to raise it. The conundrum this time might 
be that the bond market is following the lead of the Fed chair when the data have convinced 
bond investors that an inflationary boom is underway and that the yield should be moving 
higher, not lower. 
  
For now, it may simply be that the modified version of the adage is working: “Don’t fight the 
Fed chair.” 

       
 

https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRsS3p_9LV1-WJV7CgXgRW2j7JQ122k384W1B77Kg8fvtzKW3WJR3d4-VDqWW77K3gl2ZbzVyW1BqJVZ93gdMXW78_Wqc67jcFKVHx3VM7jhKCtW8wQBnd67xJ4kN3N27t1ltRvNW1NK-vC874Jc7W5lqX4Z59jkQ_W1ypPRv3hMNM2W43ZrFf5fjwM2W4Wkd1z6HmmrBW81R0y261dv0dN3GPyg23D2Z1V5tDkf7DtZ34W5VtBNY8wJrMzW6Zs-zv77nrVcW5cJkvG4TM-zqW6rFHHC7lPRRJW21KS_Q8W4KpxW3FxMGC2kw8VDW8r5nH_2NDJY_W32Yw5p85Cm7gT9XGM6wQ9bDW8NBQf_2d_5gCW7xWqLV6Z8d0T36y71
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRsS3p_9LV1-WJV7CgXgRW2j7JQ122k384W1B77Kg8fvtzKW3WJR3d4-VDqWW77K3gl2ZbzVyW1BqJVZ93gdMXW78_Wqc67jcFKVHx3VM7jhKCtW8wQBnd67xJ4kN3N27t1ltRvNW1NK-vC874Jc7W5lqX4Z59jkQ_W1ypPRv3hMNM2W43ZrFf5fjwM2W4Wkd1z6HmmrBW81R0y261dv0dN3GPyg23D2Z1V5tDkf7DtZ34W5VtBNY8wJrMzW6Zs-zv77nrVcW5cJkvG4TM-zqW6rFHHC7lPRRJW21KS_Q8W4KpxW3FxMGC2kw8VDW8r5nH_2NDJY_W32Yw5p85Cm7gT9XGM6wQ9bDW8NBQf_2d_5gCW7xWqLV6Z8d0T36y71
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRsy3p_9rV1-WJV7CgJ2pW7QFMql4NlPS-W87WY566Sn46zW6cQn6G84XpkPW397X5s1w5mc7W5S_cFF6HSp5vW1t8FbQ3xj5F6W3sC5D07k18GbVN_L5q8g_SXCW4b_mhh7NbCw2VtK7mw4PtggsVVF3f23_zKpTW40H0WV84SvsJW7_vFHd7J989pN60wY6YDd8M0W8fP79H6KZ8SKW2FrwfT37g0GhW8PlwV-9kpgmxW7DPZJw6YqnjwW46BQ0r9gvwh1W7VSrRL5jjTwrW3x3VHx2lwvVQW1_JW9F35MchtW4jgwS56_KbLZW8WmvqF5f2CqrW8J9vzC5jMh5JW6y1c808RcdJM3m3Y1
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRsy3p_9rV1-WJV7CgQQ_W5FPwhM1MY7fxW8Tg0YB3p65PZW3CvKq58zGzd9W6hTmJ38mdjjVW4PNq5k6CPGNbW7wN9Zb6sWnw4W5Wp0Ct1T0hXGW23pD2D7GJNgWW8F-hnn74fJtkW1r5vZ_6myPCkW87Ytct8TBlqNW78Qkzz3z7dbWW1GHlsM6Km_bFW4PntHQ1Y2cFnN418Z-2dyGjjW8XfGn73Ckqj1W890YgS1QcRxLVqvdWx2sl6ySVwg04C7f_BDlW28rRzc7T5y5GW3kYl4F59dQxdW6M08Hs5StcD-W8ZyQs55JClDDVH74D-2M1WLNW5dkv_v6p0LFhW2JYCzV2WPny231Zr1
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Calendars 
  
US: Tues: Housing Starts & Building Permits 1.597mu/1.700mu, API Weekly Crude Oil 
Inventories. Wed: MBA Mortgage Applications, Crude Oil Inventories. (Bloomberg 
estimates) 
  
Global: Tues: Japan Trade Balance ¥460b, BOJ Monetary Policy Meeting Minutes. Wed: 
Australia NAB Quarterly Business Confidence. (Bloomberg estimates) 

 

Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Forward earnings rose for all three of these 
indexes last week and were at record highs simultaneously for a 19th week and the first 
time since October 2018. LargeCap’s was at a record high for a 20th straight week; 
MidCap’s was at a record for a 23rd week; and SmallCap’s posted its 23rd gain in 25 
weeks. In what has shaped up to be an extraordinary V-shaped recovery, LargeCap’s 
forward earnings has risen during 60 of the past 61 weeks, with the one down week in late 
December due to Tesla’s addition to the index. MidCap’s is up in 57 of the past 59 weeks, 
and SmallCap’s posted 57 gains in the past 60 weeks. LargeCap’s forward earnings is now 
up 44.8% from its lowest level since August 2017; MidCap’s has risen 85.4% from its lowest 
level since May 2015; and SmallCap’s is up 132.4% from its lowest point since August 
2013. These indexes had been on a forward-earnings uptrend from November 2019 until 
mid-February, before tumbling due to the Covid-19 economic shutdown. The yearly change 
in forward earnings soared to cyclical highs during 2018 due to the boost from the Tax Cuts 
and Jobs Act (TCJA) but began to tumble in October 2018 as y/y comparisons became 
more difficult. In the latest week, the yearly rate of change in LargeCap’s forward earnings 
was steady at 39.6% y/y and is down from a record high of 40.4% at the end of May. That’s 
up from -19.3% in May 2020, which was the lowest since October 2009. The yearly rate of 
change in MidCap’s forward earnings fell 0.3ppt w/w to 71.7% y/y. That’s down from a 
record high of 78.8% at the end of May and up from record low of -32.7% in May 2020. 
SmallCap’s rate dropped 1.2ppts to 118.4%; it’s down from a record high of 124.2% in late 
June and up from a record low of -41.5% in June 2020. Companies have been easily 
beating consensus estimates since the Q2-2020 earnings season, causing analysts’ y/y 
earnings growth forecasts for 2021 to improve instead of decline as is typical. Here are the 
latest consensus earnings growth rates for 2021 and 2022: LargeCap (37.9%, 11.3%), 
MidCap (62.5, 9.4), and SmallCap (94.0, 16.5). 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgJ5wW78YJ1Z21PPNjW5264Zb3GSfBCW3ZvLvL40yPvSW5c0g703wNvYLN8dV6ZLmTf9SW651CM29b5vw1VGgkpb30Nrc4W2T_4jt2pGzsqW7MmXgF6x34n7W8QHHNh539Q3hW36bZVr19WT9mN3TN9Yz4ytdcW6H2kHv7kBv2yVDRLN01c6-_0W6gqqsD3xmc0yW9hck9p4-zlwKW3g8Mpl4T9XPdW8sP3xn2SWnBKW1TtG3w1-SySPW31QP1h4c6mg3W80G-zK3Dj2f-W5t0xTQ6fsB5P3dpl1
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S&P 500/400/600 Valuation (link): Valuations moved lower for all three of these indexes 
last week, and tumbled to 15-month lows for the SMidCaps. LargeCap’s forward P/E eased 
0.3pt to 21.2 and remains above its eight-month low of 20.7 during mid-June. That 
compares to a 19-year high of 22.7 in early January and is up from 13.3 in March 2020, 
which was the lowest since March 2013. MidCap’s dropped 0.7pt w/w to a 15-month low of 
17.0. That’s down from a seven-month high of 20.5 in early March and is 5.9pts below its 
record high of 22.9 in June 2020. SmallCap’s tumbled 0.9pt w/w to a 15-month low of 16.6. 
It’s now down 10.1pts from its record high of 26.7 in early June 2020. During March 2020, 
MidCap’s 10.7 and SmallCap’s 11.1 were their lowest readings since March 2009. 
LargeCap’s forward P/E in February 2020—before Covid-19 decimated forward earnings—
was 18.9, the highest level since June 2002. Of course, that high was still well below the 
tech-bubble record high of 25.7 in July 1999. Last week’s level compares to the post-
Lehman-meltdown P/E of 9.3 in October 2008. MidCap’s P/E was below LargeCap’s P/E 
yet again last week, as it has been for most of the time since August 2018. In contrast, it 
was last solidly above LargeCap’s from April 2009 to August 2017. SmallCap’s P/E was 
below LargeCap’s for a 42nd week. That’s the longest stretch at a discount since last May 
and during 2002-03. SmallCap’s P/E had been mostly below LargeCap’s from May 2019 to 
May 2020 after being solidly above since 2003. SmallCap’s P/E was at a discount to 
MidCap’s for a fourth straight week. It had been at an atypical discount to MidCap’s around 
the start of the year for 10 straight weeks. 

S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q2-2020 earnings 
season—which came in substantially better than greatly reduced forecasts—analysts as a 
whole have been raising their consensus forecasts for all future quarters instead of lowering 
them as is the norm. Those gains have endured even through the earnings warnings 
season, when forecasts typically decline. In the latest week, the S&P 500’s Q2-2021 
blended estimate rose $1.23 to $46.44 due to positive earnings surprises. That $46.44 
estimate for Q2-2021 represents a gain of 66.0% y/y on a frozen actual basis and a 72.0% 
y/y gain on a pro forma basis. That would mark the second straight quarter of double-digit 
percentage growth and compares to a pro forma 52.8% gain in Q1-2021. Ten of the 11 
sectors are expected to post positive y/y earnings growth during Q2-2021, the same as 
during Q1-2021. Here are the S&P 500 sectors’ latest expected earnings growth rates for 
Q2-2021 versus their final Q1-2021 growth rates: Industrials (587.4% in Q2-2021 versus 
3.0% in Q1-2021), Consumer Discretionary (280.6, 226.1), Energy (223.5, 28.0), Financials 
(134.1, 138.0), Materials (118.0, 62.4), S&P 500 (72.0, 52.8), Communication Services 
(40.2, 53.1), Information Technology (31.8, 44.9), Real Estate (25.5, 5.8), Health Care 
(12.4, 26.7), Consumer Staples (11.7, 11.1), and Utilities (-0.7, -0.9). 

 

https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRrZ3p_8SV1-WJV7CgCgyW1FxrBH2t3xf8W8RQ35v2bYVGVW2NWG0r272w1hW41BCm2181CRFW39wJDn8H8_nPW6Vg0CX2d47fyW8Frk_z697D5ZN67lBdgsSHHCW6pSNwG6vxvsfW3HTFd35jkvzVW5F5Bbq7HV7bqVNYkdQ6yH7hHW5DG9nL2BdzFsW2YgJHr1Zp7KqW23h7Tz4g54PYW4kvPjJ8NS6yGW62s--B2ZlFMbW5M-S3n1bz0N7W6spKmt7klgtBW8w8bMv54svy7W7rDMlk5_WH7fW3HZLZm2RJMJQ3p271
https://hn.t.hubspotemail.net/e2t/tc/VWWZGf5QnRBBN8jYykQ55zp0W1PHNH54vbPPMN1vWRsf3p_97V1-WJV7CgXMYW1cDzJf2kqbTVW7TT53R7gyfX4Vk3vgH4p6XdgW4z_9_W2WmP62W5cp7qY4y3LrZW3FdmP76xpcKWW1JwRHK43RFSVVD96hk3n50c9W556FM58GvczxW3hdbtY4d89J0W4F_mj23gSNDjW3z85VQ4BTgrHW1vSpzt7Q8DP8W49q5s57dWZCDN8S3GMZxjXvcW1hf0cT2TBYpkN3Nm99Kxd0GGW19sSNq6Cyfr1W8jLGBx2gyzS6W70p-Gt1sqBFvVBh_l81kql0gW7M3Zb24qPy94W3sKgZW1rfw9nN2HJBsvCJN8p3qc81
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