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“Something Is Going to Give Me Away”, by Coleman Hawkins, a tenor saxophone virtuoso 

     **** 

 

   OVERVIEW AND CONCLUSION 
 

The Federal Reserve Board has pinned the Federal Funds rate at less than one quarter of one 

percent for nearly five years. That triumphant effort helped to repress yields along the entire 

United States government yield curve despite several massive rounds of money printing 

(quantitative easing). In various fashions and degrees, other leading central banks around the 

globe have embraced easy money policies like the Fed’s.  

 

Federal Reserve and other central bank schemes of course are not the only factors influencing 

interest rate and other marketplace trends. The Fed’s beloved monetary policies and its well-

orchestrated yield repression one in particular, implementing its personal interpretation of its 

legislative mandate, nevertheless has encouraged fervent quests for yield beyond the mediocre 

nominal and often negative real returns offered by US government securities. Especially in 

America, plaintive hymns asking “where do we put our money” have abounded since the yield 

repression policy became anchored. These hunts include not only American corporate debt 

arenas, but also the US stock marketplace and numerous emerging marketplace interest rate and 

equity playgrounds. Thus the S+P 500’s explosive rally since its major bottom on 3/6/09 at 667 

and the consequent rebuilding of US household net worth owes much not just to the Fed’s 

spectacular money printing (and generous federal deficit spending), but also to the Fed’s 

repressive interest rate program.  

 

The Fed’s widely-applauded forward guidance policy currently promises rock-bottom Federal 

Funds rates for the near term. However, despite the Fed’s rhetoric and actions, US government 

interest rates established a major low about a year ago. A debt benchmark, the US 10 year 

Treasury note, reached its trough on 7/25/12 at 1.38 percent. After forging intermediate lows 

around 1.55pc (11/16 and 12/6/12), the 10 year UST spiked upward from 5/1/13’s 1.61pc, 

reaching 2.87pc the morning of 8/19/13.  

 

Given the proximity of the Federal Funds rate to the short end of the government yield curve, the 

Fed generally has more ability to manipulate (strongly influence) yields for Treasury Bills and 

short term notes than instruments such as the UST 10 year note and 30 year bond. The two year 

UST note generally receives much less media attention than longer duration government debt. 

Even most interest rate insiders these days concentrate much more on the long end of the curve 

than on the two year. However, financial heralds also should focus on short term American 

interest rate yield levels and trends, because in the current marketplace landscape, signs of 

bottoming and rising rates in this important segment of the UST yield curve confirm the higher 

yield trend in the 10 year UST and other long-dated securities.  

 

After the UST two year reached a major low near the ground at .14pc on 9/20/11, it reaffirmed 

this depth with subsequent lows at .19pc on 7/23/12 and 5/3/13. The UST two year note thereby 

established a major bottom alongside that in the 10 year note. Admittedly the two year yield has 

not spiraled upward as dramatically as the 10 year’s, for the Fed conductor has not relaxed its 

tight grip on the Fed Funds rate baton. This relative quiet in and the low absolute level in the two 

year tend to create faith in and complacency regarding the Fed’s powers and the effectiveness of 
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its methods. Very low short term government rates and promises to continue them arguably 

encouraged some complacency, not merely happy enthusiasm, in equity halls such as the S+P 500 

as well. The S+P 500 was all jazzed up through much of calendar 2013, attaining its recent high 

around 1710 on 8/2/13. Yet this intertwined yield low and rising rate pattern at both ends of the 

government yield curve warns of weakness in the Fed’s near term ability or willingness (or both) 

to keep repressing short term yields to very low levels.  

 

The bear move of higher US interest rates probably will continue, even if that venture is jagged 

and perhaps occasionally interrupted by forceful Fed action (or wordplay) or flight to quality 

fears. Marketplace history is not marketplace destiny. But in the current context, historical review 

suggests that a sustained substantial climb in US government interest rates such as the one 

currently underway probably will encourage a decline in the S+P 500. After all, sustained yield 

declines in US government rates helped to rally American stocks, so might sustained yield rallies 

help to reverse some of that equity bull charge?  

 

 

    DEBT TUNES 
 

Some pray that the Fed’s glorious bond buying bandwagon will never end, or at least that it does 

not end before they can exit trading theaters with a bagful of profits. The 6/19/13 FOMC meeting 

and the related Chairman Bernanke Press Conference inspired songs that the Fed would reduce its 

US Treasury purchasing (money printing) festival in the relatively near future. Regardless of 

when such tapering occurs, since that event obviously reduces UST demand, it is bearish for 

notes and bonds. The next Fed meetings are 9/17-18/13 and 10/29-30/13.  

 

Many of those bullish on US stocks nervously listen for such actual tapering. Those hopeful of 

rises in the equity domains of other advanced nations and assorted emerging marketplaces 

likewise are quite attentive.  

     **** 

 

The Fed chants that it seeks two percent inflation. Assume this maestro eventually wants to offer 

savers a real return of at least zero relative to benchmark inflation measures. Then UST two year 

rates eventually, even if not right away, should head to at least two percent. And even if current 

UST two year instruments at under .40pc currently yield much less than this, that does not mean 

that all UST two year notes in a more distant future will yield two percent. Moreover, underline 

that the “longer run” target Fed Funds rate at year end from the Fed’s current perspective is 

around four percent. Admittedly the average FOMC member view for 2015 is only about one pc. 

See the “Summary of Economic Projections” (Figure 2) in the FOMC Minutes (6/18-19/13).  

     **** 

 

Government interest rates can rise because of additional supplies of US Treasury securities or 

reduced demand for UST, not only due to inflation jumps or changes in Federal Reserve policy. 

Conclusions on federal fiscal debt debates determine government spending and debt issuance 

levels. Given the absence of harmony between Democrats and Republicans, given the discord 

between the Senate and the House as well as the lack of forceful Presidential leadership, will the 

US make significant progress anytime soon in resolving (or even mitigating) the looming long 

run fiscal crisis? In the near term, will debates over raising debt ceiling this autumn be peaceful?  

     **** 

 

The UST two year does not always move in precise rhythm with other parts of the government 

yield curve. Though both two year and 10 year yields have risen in recent months, so far the two 
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year remains under its 6/26/13 high of .43pc and its 3/15/12 top at .41pc. The 10 year has burst 

decisively over its 10/28/11 and 3/20/12 elevations (2.42/2.40pc). Where will future flight to 

quality (safe haven) interest rate buying be concentrated if players nevertheless believe the long 

term path of US rates is upward? To what extent will interest rate players shorten the time 

horizon (average maturity) of their holdings to reduce principal risk? How much additional 

hedging of mortgage portfolios via the UST 10 year or similar devices will appear if US rates in 

general march up from present levels?  

 

 

    FOREIGN MELODIES 

 

“Harmony Blues”, by Jelly Roll Morton & His Red Hot Peppers 

     **** 

 

Massive overseas buying of US government debt has helped to finance America’s fiscal deficits 

and keep UST yields quite low. As of June 2013, major foreign holders (official and private 

categories combined) held about $5.6 trillion in UST (including Treasury Bills). See the Treasury 

International Capital (TIC) data (8/15/13). What if foreigners reduce their net UST buying 

substantially, and especially if they become net sellers? All else equal, that change of tune 

portends higher interest rates.  

 

Such ominous signs of net UST selling appear in recent TIC data. Admittedly the most recent 

data runs only through June 2013, but US government rates generally have risen since early May 

2013 up to the present.  

 

In June 2013, major foreign holders of UST (including T-bills) fell $56.5 billion from the prior 

month. Compare the March 2013 peak ownership of $5.72tr. Official buying is not guaranteed; 

the official sector saw net selling of $63.6bb in June 2013 (so private were modest net buyers that 

month). In June, Mainland China net sold $21.5bb, Japan $20.3bb.  

 

Other TIC statistics focus only on net foreign buying (selling) of Treasury notes and bonds (not 

T-bills), as well as on long term US agency bonds, US corporate bonds, and American stocks.  

The net selling of UST notes and bonds of about $40.8 billion in June 2013 is a record monthly 

net sales total. Keep in mind also the large net sale of about $38.3bb in April 2013, and that the 

2013 year-to-date monthly average shows net foreign liquidation of about $7.4bb per month. 

Compare this with calendar 2012’s net foreign purchases of $33.8bb in UST per month.  

 

The last time span for a calendar year’s net selling of UST was 1999’s net sales of about $.8bb 

per month and 2000’s $4.5bb per month (S+P 500 peaked in first quarter 2000). The 2007-09 

flight to quality era did not display such substantial net UST note and bond dumping, but there 

was a rather loud drumbeat of net selling in July and August 2007 (not long before October 

2007’s S+P 500 pinnacle).  

 

Extend the American debt securities stage to include agencies and corporates. Quite a noteworthy 

recent run for the exit! The net foreign selling in June 2013 of UST, agency, and corporate debt 

reached about $51.0bb (the biggest net sales for a month since November 2008’s $64.1bb), 

producing a 2013 year-to-date monthly net sales average for this broader category of about 

$2.7bb. The 2012 monthly average was net buying of about $42.8bb.  

 

What about the fascinating US stock marketplace realm? Foreigners were net sellers of about 

$26.8bb in June 2013 (and about $8.6bb in May 2013), making them net sellers for calendar 2013 
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to date of about $2.4bb per month. June 2013’s foreign net selling of US stocks does not 

represent a record. However, it is substantial; compare it to August 2007’s net selling of $40.6bb, 

which occurred only a few months prior to the S+P 500 major high in October 2007. Contrast the 

recent net stock selling with the net buying of about $25.9bb in December 2012. Remember that 

as the worldwide economic crisis that emerged in 2007 accelerated in 2008, foreigners often were 

net sellers of US stocks in several months from April 2008 through February 2009.  

 

For American debt securities (UST, agency, corporate) and stock securities combined, the net 

foreign selling in June 2013 of about $77.8bb was very large. The 2013 year-to-date monthly 

average net liquidation is about $5.1bb; a major reversal from calendar 2012’s monthly average 

net buying of $51.3bb. Obviously TIC data through June 2013 does not cover subsequent periods. 

Yet this widespread foreign selling of US securities (especially in June 2013) is a bearish sign for 

both UST (confirms the recent bear move and arguably trumpets that still-higher yields are to 

come) and the S+P 500. Alongside this music of net foreign selling of US securities, note the 

potential for Fed tapering of its UST buying program.  

     **** 

 

The July 2013 broad real trade-weighted dollar (TWD) stood at about 85.6 (near the June 2012 

minor high at 86.3). This TWD height is only modestly above July 2011’s record depth at 80.5. It 

remains far beneath March 2009’s 96.9 elevation and February 2002’s 112.8 summit. Suppose the 

US dollar depreciates significantly from current levels. All else equal, such dollar weakness will 

irritate many current holders of UST. Keep in mind that the Fed loudly and repeatedly blows its 

horn on how it wants to raise inflation rates, but yet insists on repressing yields.  

 

 

   TUNING UP: US GOVERNMENT RATES AND STOCKS 

 

“Money Jungle”, by Duke Ellington  

     **** 

 

Increasing government interest rates do not always indicate economic strength or point to 

(confirm) rallies in stock marketplaces. Recall the rather recent big-time crisis on the so-called 

“European periphery” that captured the limelight, as well as the experiences of many emerging 

marketplaces.  

 

Anyway, increasing United States government interest rates are not always (necessarily) a sign of 

American economic recovery and strength, or of a bull move in stock benchmarks such as the 

S+P 500. The extent to and reasons why which UST rate levels and trends coincide (converge) 

with or lead (lag) those of those in the S+P 500 are matters of opinion. In any event, review the 

following table, which covers the past 25 years or so. Putting several substantial moves in the 

UST two year note in a spotlight alongside those in the S+P 500 indicate that sustained 

significant ascents in UST rates often eventually link to notable peaks in the US stock 

marketplace. The tops in yields are “roughly around the same time” as bull highs in US equities. 

UST 10 year moves are consistent with this perspective as well.  

 

Interest rate and stock marketplace levels and trends in foreign marketplaces are of course 

relevant to the following overview of the American scene. So are the travels of the US dollar, US 

corporate yields and mortgage rates, commodities “in general”, and many other variables.  

     **** 
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Two Year US Treasury Note: the Rising  

Yield Trend (dates)      S+P 500 Peak (date) 

        

 

5.92 percent low (8/29/86), then 

interim low 7.28pc (7/14/87),    338 (8/25/87)    

   final high 9.20pc (10/15/87)  

 

3.70pc (9/3/93) 

(3.66pc on 10/5/92)     483 (1/31/94; final tops 

(4/22/93 low 3.71pc) 7.73pc top (1/3/95)  8/31/94 at 478 and 475 on 10/31/94) 

 

3.82 (10/15/98)  6.72 (2/9/00 initial high) 1553 (3/24/00) 

   final top 6.93 (5/18/00) 

(The UST 10 year note peaked at 6.82 percent on 1/21/00, with a final high 6.57pc on 5/9/00.) 

 

1.06 (6/13/03)  5.28 (6/28/06)   1576 (10/11/07)    

   5.13 (6/13/07 major high) 

(The UST 10 year note peaked 6/28/06 at 5.25 percent and 6/13/07 at 5.32pc.)  

 

(From its 2007 plateau, the UST two year note slumped to a 1.24pc interim low on 3/7/08. Recall 

the corresponding minor low in the S+P 500 on 3/17/08 at 1257. The two year yield then rose to 

3.11pc on 6/13/08 (UST 10 year high 4.27pc that day). The S+P 500’s final high occurred 

5/19/08 at 1440, shortly before these UST yield tops.)  

 

(The UST two year reached a key trough on 12/17/08 at .60 percent (UST 10 year low 12/18/08 

at 2.04pc). Yields for the two year then ran up to 1.43pc 6/8/09, with the UST 10 year hitting an 

interim high at 4.00pc 6/11/09. However, despite this rise in UST yields since end December, the 

S+P 500 continued a steady march upward from its 3/6/09 major bottom at 667. But then 

underscore what occurred after the UST two year revisited its December 2008 depth. )  

 

.61pc low (11/27/09) 1.21pc (12/31/09)  1221 (4/26/10) 

   1.18 (4/5/10 final top) 

 

.31 (11/4/10)  .88 (2/5/11)   1371 (5/2/11) 

   .89 (4/1/11) 

 

.14 (9/20/11)  .41 (3/15/12)   1422 (4/2/12) 

.20 (1/26/12) 

(Ten pc of 9/8/81’s all-time high in the UST at 16.96 percent is .17pc.) 

 

These three upward yield moves in the UST two year are modest in arithmetic terms. The one 

beginning in late November 2009 ran only sixty basis points. The one from November 2010 

advanced 58 basis points. The two year yield edged only 27 basis points up from its 9/20/11 low 

to 3/15/12’s level.  

 

Yet in an era of major yield repression by the Federal Reserve (and many other central bank 

bands), audiences should not expect that big arithmetic moves in the UST marketplace, and 

especially at the short end of the UST yield curve, will come easily. And from the percentage 

change viewpoint, these shifts in two year yields indeed are notable. From November 2009’s 

floor to the end 2009/April 2010 ceiling, yields doubled. The two year UST yield tops of 2011 
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nearly triple the November 2010 bottom. The percentage rise in rates from the September 2011pit 

to the March 2012 elevation similarly is significant. Note the connected drops in the S+P 500: it 

stumbled to interim lows at 1011 on 7/1/10, 1075 on 10/4/11, and 1267 on 6/4/12.  

 

Two Year US Treasury Note: the Rising  

Yield Trend (dates)      S+P 500 Peak (date) 

 

Now picture the double bottom of the UST two year of 7/23/12 and 5/3/13: 

.19 percent (7/23/12)        .31pc (10/22/13) 

(UST 10 year major low 1.38pc on 7/25/12; 1.89pc interim top 9/14/12) 

1475 high (9/14/12) 

(Note the coincidence of the interim top in the UST 10 year with that in the S+P 500 that day. 

The S+P 500 descended to 1343 on 11/16/12.)  

 

.19pc (5/3/13)   High to date is 6/26/13’s .43pc 

(UST 10 year bottom 1.61pc on 5/1/13; high to date is 2.87pc on the morning of 8/19/13. This 10 

year rate more than doubles 7/25/12’s major low yield of 1.38pc.) 

1710 is S+P 500’s high to date (8/2/13) 

 

The two year’s price slip since 5/3/13 boosted yields only 24 basis points to the 6/26/13 high. Yet 

like the three modest yield increases beginning in 2009, 2010, and 2011 just noted above, this 

bounce up from .19pc was significant (more than doubling in percentage change terms), 

particularly as it accompanied the yield leap in the 10 year UST.  

 

So even if the absolute arithmetic change in the yield of the UST two year for its near term future 

is not massive, the directional shift remains important for the yield trend of the overall Treasury 

curve in general as well as for the US stock marketplace.. Since low interest rates have been long 

run bullish for American stocks, shouldn’t the sound of rising rates (at some point) be a bearish 

factor for equities?  

     **** 

 

Monitor trends in the UST 10 year less two year relationship. The 10 year made a low 117 basis 

points over the two year on 7/24/12 (settlement basis). It since has climbed to over 240 basis 

points. Recall 2/22/10’s peak at 291 basis points.  

 

Suppose the UST two year note yield continues to step upward, even if very slowly. In addition to 

watching the .43pc high of 6/26/13 (3/15/12’s top .41pc, watch around .50pc (ten percent of 

6/28/06’s major high at 5.28pc is .53pc; 3/15/11 interim low .50pc) and .60pc (12/17/08 bottom 

.60pc, 11/27/09 trough .61pc).  

     **** 

 

In the US interest rate and stock context, keep an eye on other marketplaces. For example, the 

Japanese Yen low against the US dollar on 5/22/13 was about Y103.7. Compare that date with the 

5/23/13 high at 15943 in Japan’s Nikkei stock marketplace and the S+P 500’s 5/22/13 high at 

1687 that preceded its 8/2/13 one at 1710. The Yen has since rallied somewhat from its late May 

2013 bottom. The Yen made a minor high on 6/13/13 high around Y93.8. After weakening a bit, 

the Yen now appears headed back up that way against the dollar, gradually rallying following its 

lows on  7/8/13 at Y101.5, 7/19/13 at Y100.9, and 8/2/13’s Y99.95 (just under Y100). The 

Nikkei’s interim highs have been lower and lower since late May (7/19/13 at 14953 and 8/2/13 at 

14466).  
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Also watch emerging marketplaces in general, as well as those of individual countries such as 

India. The Indian rupee has declined dramatically from its 7/27/11 high against the US dollar at 

43.86, as well as from its 2/6/13 interim top at 52.89. It depreciated to a record low under 63.20 

this morning. The Indian 10 year government note yield has skyrocketed from 7.09 percent on 

5/24/13 to around 9.25pc today.  

     **** 
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