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Key Interest Rates 11/16/22

BSBY - 1-month

SOFR - Term Rate - 1-Month (CME Term SOFR) 3.87
US Treasury - 3-Month 4.32
US Treasury - 2-Year 4.35

US Treasury - 10-Year

3-Month / 10-year Treasury Yield Curve Spread (0.65)

11/17/22
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2-Year [ 10-year Treasury Yield Curve Spread (0.68)
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10-year Treasury, 2-year Treasury, Fed Funds
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The 2yr increased 8bps - 10yr increased 10bps. \11}'16{22 Y 4.43%
2:00 A bit of a reversal today - could be due to Bullard's comments o
. . 2yr Treasury 4.35%
450 about aterminal rate between 5.0% and 7.0% - as a long-time
FOMC member, Bullard has a tendency to move the markets - 11;15":22
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The Daily Trends Commentary is a Best Guess
Treasury rates reflect a lot of different conditions, including: (1) where people expect the economy
to go; (2) where they expect interest rates to go; and (3) the amount of risk they associate with the

uncertainty of #1 and #2.
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2-year & 10-year Treasury, Fed Funds
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“While economic forecasting is complex, one forecasting rule has an

Fed Funds Rate
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2yr Treasury 300
7.00 11/12/22 excellent track record: when short-term interest rates (3-month
. 6.50% 4.43% 2.50  Treasury) rise above the level of long-term rates (10-year Treasury), a
recession almost invariably follows within the next year or two. Indeed,
6.00 .00 priortoall 10 U.S. recessions since 1955, the Treasury yield curve
10yr Treasury inverted.” — SF Fed, Report, 5/9/22
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Recession Indicators W
1.00 Dot (050) 1) FF/2yr Spread - a measure of policy expectations/policy space.
Com 7 2) 2yr/10yr Spread - offers a particularly muddled view (Fed Board, 8/5/22).
000 Crash Crisis Pandemic (1.00) 3) 3m/10yr Spread - a reliable indicator (SF Fed, 5/9/22) (Richmond Fed, 8/8/22).
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Fed Funds / 2yr Treasury Short-Term Rates (SOFR, BSBY, Fed Funds)
2yr Treasury
Fed Funds Target  ===Treasury 11/17/22 ——SOFR Term BSBY Fed Funds Target 1M SOFR
2-year 4.43% CME 1-mo 1-month 11/17/22
) i 1M SOFR 391%
5 Quick Overview 4.50 QuickOverview 11/16/22 :
"The two year treasury is a pretty good measure of policy expectations.” As Fed Funds go, so goes SOFR (and BSBY).
45 1 Powell, Interview: WSJ, 5/17/22 1M SOFR 3.87%
g erome Powell, Interview: W3J, . 4.00  5OFR and BSBY are base rates for short-term borrowings. 11/15/22 =
—
4 “Inlight of the forward guidance that has been given by the Fed since the fourth quarter, v SOFR is a broad measure of the cost of borrowing cash 3.86%
of 2021, the 2-year Treasury yield may provide a better representation of where Fed "Policy Space” 3:50 overnight collateralized by Treasury securities. BSBY is a -
3.5 policy is likely to be in the near future.” 436ps ) Proprietary index calculated daily by Bloomberg. —
— James Bullard, Speech, 5/6/22 : /
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: : Balance Sheet P ————
Inflation (Target vs. 3 Metrics) Since peaking at
Total Assets of the Fed $8.96TN in April
10 Quick Overview 2022, the BS
has decreased
by $339BN.

Quantitative Tightening (QT) is an effort to reduce the

m—Core PCE Dallas Fed =m==St Lou Fed
Trimmed 5-year Breakeven Core PCE
500 Quick Overview - The 5-Year Breakeven Sept 2022 9 Fed's halance sheet by allowing securities to mature
The breakeven inflation rate represents a measure of expected 5.1% without reinvestment. QT began slowly in June 2022 and
inflation derived from Syr Treasury and the Syr TIPS. 2 picked up the pace in September - currently the Fed's
5.00 (TIPS minus Treasury.) The latest value implies weekly cap is S60BN a month for Treasuries and $35BN a
what market participants expect inflation 7 month for Mortgage Backed Securities.
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