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US Treasuries Finally Give-In & Break Major Levels!! Surely Not the Levels I had in Mind Though!!
Fadi Nasser - Deputy Chief Investment & Treasury Officer
Ten days back, the US Federal Reserve met under Chairman Jerome Powell and unanimously agreed to raise the
benchmark lending rate a quarter-point whilst also forecasting a steeper path of hikes in 2019 and 2020, citing an
improving economic outlook. “The economic outlook has strengthened in recent months… and will require further
gradual adjustments in the stance of monetary policy,” the policy-setting Federal Open Market Committee said in its
statement. “The job market remains strong, the economy continues to expand, and inflation appears to be moving
toward the FOMC’s 2% longer running goal,” Chair Powell added at his ensuing press conference.

With US 10-year yields hovering around the 2.90% level, Chinese officials recommending slowing or halting purchases
of American debt, bond veteran & legend Bill Gross claiming a bear market in US bonds has already began, and
ballooning US budget deficits over the coming years necessitating the US government to sell the most debt in eight
years in 2018 (JP Morgan estimates net issuance at $ 1.3 trillion this year, more than double the 2017’s tally), it was just
a matter of time – at least to my mind - for that benchmark US rate to break the psychologically important 3.00%, and
head soon after towards 3.50% (before 2018 year-end).

Instead, and to my great surprise, all we could get was a 20 bps move lower in yields, that accelerated once the allcritical 2.80% support got taken out (US 10-year yields settled yesterday at 2.735%)! So what exactly triggered this
surprising bond surge, and where do we go from here?!

A slew of factors seem to have fuelled this latest rally:
1) Stock markets - both in the US & globally – have witnessed sharp volatility and sell-offs in past weeks, with
Dennis Gartman calling the peak in equities (Dennis is a popular commodities and equities pundit & editor and
publisher of the closely watched Gartman Letter).
2) The Federal Reserve Bank of Atlanta downgraded its first-quarter growth estimate after retail sales missed
estimates.
3) Regular inflammatory tweets from the White House on how badly the US is getting treated by its trade partners.
Trade tensions also stirred anew as German Chancellor Angela Merkel said she is unsure if Europe can win
exemptions from American tariffs.
4) Surprisingly strong US bond auctions this week offered a supportive backdrop (usual herd mentality trading that
leads to buying the highs and selling the lows!).

More importantly, it is hard to deny the déjà vu feeling in the US$14.7 trillion Treasuries market, as traders look back to
2014 and 2017, when yields peaked in early months and later defied market consensus - trading and settling lower as
th
both years drew to an end (in fact, 2017’s high in 10-year yields was witnessed on March 14 - almost exactly a year
ago!). “We are increasingly comfortable with the notion that the 2018 peak of 10- and 30-year yields might have already
been established,” BMO Capital Markets strategists Ian Lyngen and Aaron Kohli wrote in a report.
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For those caught off-guard by the extent of the bond rally (pick me!), the shift is “still not alarming but definitely worth
watching current rates if equities can’t find their way home,” Jim Vogel, a strategist at FTN Financial Capital Markets,
wrote in a note earlier this week. “As various tech and social media stories continue to get pummelled on a regular
basis, however, trading lower on yields is gaining ground.” What is more, positioning in Treasuries – as suggested by
recent figures showing that hedge funds and other large speculators had a net short position in 10-year Treasury futures
that was the close to the most extreme in a year – signals that the latest break of major technical levels and moving
averages might have been the main cause for the recent shift in momentum and market shakeout, with traders rushing
to cover “wrong” bets to protect from further losses!

A lot of very smart investors have looked very dumb in recent years by predicting a bear market in bonds (pick me
again!). Of course, bonds have had their ups and downs, but nothing that can really be called a full-on, nasty, 1970sstyle selloff. And whilst they may still turn out to be right, it appears that it won’t probably happen anytime soon. That
said, more strategists are expressing concern about the ability of the U.S. to fund the twin budget and current-account
deficits; that was also a major concern in the early 2000s, but then the financial crisis came and those worries subsided
as the Federal Reserve took control of markets. With the Fed now backing away, those worries will shortly resurface,
and market players – as well as our valuable clients - would certainly be better-off adapting to the notion that a
combination of improving growth prospects and larger US deficits will sooner or later require higher yields, a weaker
dollar, or both to attract foreign investors and domestic interest!
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Disclaimer
It is important that you only use this report if you are the intended recipient of this report and you have satisfied yourself that
you are eligible to receive such information. This report is provided to you because you are one of our esteemed customers and have
previously shown interest in receiving the type of information contained in this report.
The Treasury and Investment Management department of Gulf International Bank B.S.C. ("GIB") have compiled the information in this
report. GIB is incorporated in the Kingdom of Bahrain and is licensed by the Central Bank of Bahrain (the "CBB") as a conventional
wholesale bank. GIB's head office is located at Al-Dowali Building, P.O. Box 1017, 3 Palace Avenue, Manama, Kingdom of Bahrain.
This report is intended for the accredited investors, as defined in the Investment Business Code of Conduct published by the CBB.
This information has not been reviewed by the CBB or any other regulatory authority in any jurisdiction and neither CBB nor any
other regulatory takes any responsibility for the correctness or accuracy for the information contained in this report.
The information contained herein is not directed at or intended for use by any person resident or located in any jurisdiction where
(1) the distribution of such information is contrary to the laws of such jurisdiction or (2) such distribution is prohibited without
obtaining the necessary licenses or authorizations by the relevant branch, subsidiary or affiliate office of GIB and such licenses
or authorizations have not been obtained. The recipient of such information is responsible for ensuring that this information has
not been received by it in breach of laws and regulations of any jurisdiction.
This report contains publicly available information only, which has only been complied by GIB. The information provided herein is on
"as is" and "as available" basis and without representation or warranty of any kind. GIB hereby disclaims any representation or
warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or
non-infringement of any of such information.
In no event shall GIB or its subsidiaries, affiliates, shareholders or their
directors, officers, employees, independent contractors, agents and representatives (collectively, "GIB Representatives") be liable
(1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any damages resulting there from, or
(2) for any direct, indirect, incidental, special, compensatory or consequential damages arising from any use of information or
arising from any error (negligent or otherwise) or other circumstance or contingency within or outside the control of GIB or any GIB
Representative, in connection with or related to obtaining, collecting, compiling, analyzing, interpreting, communicating,
publishing or delivering any such information. The information here is, and must be construed solely as, compilation of information
(unless expressly stated otherwise) and not statements of fact as to credit worthiness or recommendations or opinions of GIB.
This report does not provide individually tailored investment advice. Any materials contained herein have no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient. The document is provided for information
purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments.
GIB makes every effort to use reliable, comprehensive information, but we do not represent that it is accurate or complete.
No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the
materials, nor are they a complete statement of the securities, markets or developments referred to herein. Recipients should not
regard the materials as a substitute for the exercise of their own judgement. Any opinions are subject to change without notice and
may differ or be contrary to opinions expressed by other business areas or groups of GIB as a result of using different assumptions
and criteria. GIB is not under any obligation to update or keep current the information contained herein.
The value of, and income from, your investments may vary because of changes in interest rates or foreign exchange rates, securities
prices or market indexes, operational or financial conditions of companies or other factors. Past performance is not necessarily a
guide to future performance. Estimates of future performance are based on assumptions that may not be realised.
The information contained in this report is just for informational purposes.
Information does not constitute a solicitation, an
offer, or a recommendation to buy or sell any investment instruments, to effect any transactions, or to conclude any legal act of
any kind whatsoever. GIB does not intend to provide investment, legal or tax advice through this report and does not represent that
any securities or services discussed are suitable for any investor. When making a decision about your investments and business, you
should seek the advice of professional advisors.
The report may contain statements that constitute "forward looking statements".
While these forward looking statements may
represent GIB’s judgment and future expectations, a number of risks, uncertainties and other important factors could cause actual
developments and results to differ materially from GIB’s expectations. GIB is under no obligation to (and expressly disclaims any
such obligation to) update or alter its forward-looking statements whether as a result of new information, future events, or
otherwise. The historical information is provided for information purposes only. Performance figures are calculated before tax (if
any) and after deducting ongoing fees and expenses. The performance figures are historical and past performance is not necessarily
an indication of future results.
Certain amounts (including %ages) included in this document may have been subject to rounding
adjustments. Accordingly, figures may not be an exact arithmetic aggregation of the figures to which they relate. The values and
forecasts shown represent our current indicative valuations and forecasts of the relevant transactions, currencies, interest rates,
commodities or securities as at the date shown. Any value or forecast shown herein is not an indicative price quotation. We
expressly disclaim any responsibility for the accuracy of the values or forecasts shown, any errors or omissions in the report
With the exception of information regarding GIB and save as otherwise specifically indicated, the information set out in this report
is based on public information. We have, where possible, indicated the primary source of information. We strongly recommend the
recipients consult the primary source of information. Facts and views in this report have not been reviewed by, and may not reflect
information known to, professionals in other GIB business areas.
This Report, and the information contained herein (save to the extent that such information is publicly available) is confidential
and may not be disclosed by you to any other person outside of your organization without our consent.
GIB retains all right, title and interest (including copyrights, trademarks, patents, as well as any other intellectual property or
other right) in all information and content (including all text, data, graphics and logos) in this document. All recipients must
not, without limitation, modify, copy, transmit, distribute, display, perform, reproduce, publish, license, frame, create derivative
works from, transfer or otherwise use in any other way for commercial or public purposes in whole or in part any information, text,
graphics, images from this document (excluding publicly available information) without the prior written permission of GIB.
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