
The two-year Treasury note yield topped 5% for the first time since June 2007 
yesterday, nearly a full percentage point above post-FOMC lows reached just over 
a month ago. The 10-year Treasury yield climbed back above 4% briefly last week 
for the first time since last November, dragging the 2’s/10’s spread to its widest 
negative point in 40 years. Normally, yield curve inversion has been a reliable signal 
of impending recession, but the current cycle is far from normal. 

The five-week ascent in bond yields has been dramatic, fueled initially by the trifecta 
of hotter-than-expected January payroll growth, consumer inflation and retail sales. 
Concerns that the FOMC would be forced into more aggressive action to squelch 
persistent demand was further stoked by an uncomfortable rise in the Fed’s preferred 
inflation measure, and an unexpected rebound in the service sector purchasing 
manager’s outlook. 

When Fed officials met back on February 1st to discuss monetary policy, they’d seen 
none of the hot data. At the time, a second straight 25 basis point rate hike had 
signaled to the markets that the Fed was nearing completion of its tightening cycle. 
The day after the meeting, the futures market was indicating just one more quarter 
point hike at the March 22nd meeting, with rate cuts beginning in December. Powell 
shrugged off bond market enthusiasm, another indication that the Fed believed it 
was nearing its objective. 

In the weeks following the February FOMC meeting, as data repeatedly bettered 
forecasts, a parade of Fed officials reiterated their resolve to slow growth and douse 
inflationary pressure. Yesterday, in his semi-annual testimony in front of the Senate 
Banking Committee, Fed Chair Jay Powell acknowledged upside risks to inflation, 
the extremely tight labor market, and said the FOMC was prepared to increase the 
tightening pace if necessary. All of these words had been used repeatedly in past 
weeks by committee members, but they seemed to resonate more on Tuesday. 

Powell indicated the committee would consider a 50 bp increase this month if 
the employment and CPI data supported it, and suggested the peak rate could 
rise beyond where Fed officials had previously believed. This particular statement 
grabbed the market’s attention. 

Futures are now suggesting Fed officials will hike an additional 100 basis points over 
the next three meetings, with the possibility of a 50 basis point increase two weeks 
from now rising above 50%. Bloomberg notes that both Citibank and Goldman have 
upped their March fed funds forecast from 25 to 50 basis points. 

Powell testified this morning in front of the House Finance Committee. His prepared 
comments were identical to yesterday’s Senate testimony. The bond market waffled 
back and forth with the Q&A, but has since sold off. 
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Yields Climb as Powell Acknowledges Economic Strength 
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Although the spotlight has been squarely on Powell, this morning’s economic releases 
have unfortunately followed the hot January trend. The January JOLT survey indicated that 
job openings were still on the rise, while the February ADP employment change report 
came in above forecast, hinting that Friday’s payroll numbers may not show enough 
cooling to appease the Fed. 

The next two weeks are huge. The February employment report will be released this Friday, 
with CPI, PPI and retail sales queued up for next week. The Fed meeting on March 22nd will 
include an updated “dot plot,” which will be shaped by the data received between now and 
then. 

Market Indications as of 12:07 P.M. Central Time
DOW Down -176 to 32,681 (HIGH: 36,800) 

NASDAQ Up 7 to 11,538 (HIGH: 16,057)

S&P 500 Down -2 to 3,985 (HIGH: 4,797) 

1-Yr T-bill current yield 5.23%; opening yield 5.18%

2-Yr T-note current yield 5.06%; opening yield 5.03%

3-Yr T-note current yield 4.73%; opening yield 4.70%

5-Yr T-note current yield 4.33%; opening yield 4.33%

10-Yr T-note current yield 3.98%; opening yield 3.87%

30-Yr T-bond current yield 3.89%; opening yield 3.87%
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