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Too Much of a Good Thing?

Treasury Yields Rise

The  Federal Reserve  is in no mood to raise 
interest rates. The  Fed’sSummary of Economic 
Projections suggests that its key short-term 
lendingrate, the fed funds rate, could remain near 
zero through the end of 2023.

The Fed is not worried about inflation and 
continues to use a wide array oftools, including 
bond buys and low rates, to encourage economic 
growthand get people back to work.

Moreover, Congress is intent on passing another 
large relief package thatwill include putting more 
money into the hands of consumers and 
theunemployed   via   stimulus   checks   and   an   
extension   of   generousunemployment benefits.

Is too much of a good thing a good thing?

Index Monthly Return* % thru 
Feb 26, 2021

YTD Return % Dec 31, 
2020 – Feb 26, 2021

DJIA 1 +3.17 +1.06

NASDAQ Composite2 +0.93 +2.36

S&P 500 Index3 +2.61 +1.47

The Global Dow4 +6.13 +5.17

Bond Yields Feb 26 Yield & MTD* 
Change Yield - % a/o Dec31, 2020

3-month T-bill 0.090.04 -0.02

2-year Treasury 0.130.14 +0.03

10-year Treasury 0.931.44 +0.33

30-year Treasury 1.652.17 +0.30

Commodities Feb 26 Price & MTD 
*Change Year end 2020

+9.30$61.50 $48.52Oil per barrel5

Gold per ounce6 -121.50$1,728.80 $1,895.10

Sources: U.S. Treasury, MarketWatch * January 29, 2021 – February 26,2021
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Twentieth century film star Mae West playfully 
remarked, “Too much of agood thing can be 
wonderful.” But is it?

Interest rates are low, the economy is growing, and 
there is plenty of cashin the financial system. 
Further, Congress appears ready to pass 
anotherbig package.

First, the Fed can control short-term rates, but can only hope to influence longer-term yields through 
commentary by Fed officials and its own guidance. But other factors play a role in long-term yields, too.

The combination has supported the economy and 
helped fuel gains in thestock market. However, 
Treasury bond yields are beginning to react. 
Sincethe Fed is pledging to keep rates low, why are 
longer-term Treasury yieldsmoving higher as 
illustrated in Figure 1?

Figure 1
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For starters,

 · While uncertainty persists, sentiment suggests that U.S. economic growth will accelerate this year, which 
reduces the attractiveness of safer Treasury bonds (Treasury yields and bond prices move in the 
opposite direction). The average 2021 forecast for Gross Domestic Product per a survey of economists by 
Moody’s Analytics is 6.1%.

 · Investors are beginning to fear that too much fiscal stimulus could push inflation higher, which reduces 
the appeal of fixed income investments. Money supply growth of 25% last year is the fastest in over 60 
years (St. Louis Federal Reserve). It is also raising inflation concerns. It would be the classic case of too 
much money chasing too few goods.

One gauge investors use to measure inflation expectations is the 10-Year Breakeven Rate, which provides 
an estimate as to the level of annual inflation investors expect over the next 10 years.

While the rate of inflation probably has an upward bias this year, that doesn’t mean an unwanted rise in 
prices is on the horizon. Besides, accurately forecasting inflation over the long term is dicey at best since 
the inflation-forecasting equation has many moving parts.

 · The Fed’s insistence that it will keep short-term interest rates low for a long period may also be lifting 
inflation fears amid worries the economy could overheat and push up prices.

While a rate near 2.25% signals that inflation expectations have not become 
unanchored, the level has been rising, recently hitting a 6 ½ year high—see Figure 2.
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Bottom  

LIne

Yields on corporate bonds have risen at a more 
modest pace so far. And both corporate and 
Treasury yields remain at a historically low level. 

In some respects, the rise in Treasury yields is a 
sign of confidence in the economic outlook. But 
investors are also trying to discount an uptick in 
inflation amid a very easy monetary policy and very 
generous government stimulus.

Moreover, Congress is intent on passing another 
large relief package thatwill include putting more 
money into the hands of consumers and 
theunemployed   via   stimulus   checks   and   an   
extension   of   generousunemployment benefits.
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It is important that you do not use this e-mail to request or authorize the purchase or sale of any security or commodity, or to request any other transactions. Any such request, orders or 
instructions will not be accepted and will not be processed.



All items discussed in this report are for informational purposes only, are not advice of any kind, and are not intended as a solicitation to buy, hold, or sell any securities. Nothing 
contained herein constitutes tax, legal, insurance, or investment advice. Please consult the appropriate professional regarding your individual circumstance.



Stocks and bonds and commodities are not FDIC insured and can fall in value, and any investment information, securities and commodities mentioned in this report may not be suitable for 
everyone.



U.S. Treasury bonds and Treasury bills are guaranteed by the U.S. government and, if held to maturity, offer a fixed rate of return and guaranteed principal value. U.S. government bonds 
are issued and guaranteed as to the timely payment of principal and interest by the federal government. Treasury bills are certificates reflecting short-term (less than one year) obligations 
of the U.S. government..



Past performance is not a guarantee of future results. 



Different investments involve different degrees of risk, and there can be no assurance that the future performance of any investment, security, commodity or investment strategy that is 
referenced will be profitable or be suitable for your portfolio. 



The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or complete. The information contained in this 
report does not purport to be a complete description of the securities, markets, or developments referred to in this material.  



The information contained is not a complete summary or statement of all available data necessary for making an investment decision and does not constitute a recommendation.



Before making any investments or making any type of investment decision, please consult with your financial advisor and determine how a security may fit into your investment portfolio, 
how a decision may affect your financial position and how it may impact your financial goals.



All opinions are subject to change without notice in response to changing market and/or economic conditions.
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The Dow Jones Industrials Average is an unmanaged index of 30 major companies which cannot be invested into directly.  Past performance does not guarantee future results.


The NASDAQ Composite is an unmanaged index of companies which cannot be invested into directly.  Past performance does not guarantee future results.


The S&P 500 Index is an unmanaged index of 500 larger companies which cannot be invested into directly.  Past performance does not guarantee future results.


The Global Dow is an unmanaged index composed of stocks of 150 top companies. It cannot be invested into directly. Past performance does not guarantee future results.


CME Group front-month contract; Prices can and do vary; past performance does not guarantee future results.


CME Group continuous contract; Prices can and do vary; past performance does not guarantee future results.


