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FED GETS A BIT STUBBORN PLUS A TEASER TO 
DEMOGRAPHIC WORK

Ader’s musings… In the week just passed most Treasury yields rose a bit with the curve flattening in the process.  
It’s really a tale of two curves; the front part vs. the back end.  The front end dealt with an FOMC statement that 
didn’t offer any serious surprises but did affirm that a June hike was on the proverbial table.  The back end, 
specifically 30s, outperformed for different reasons. 

One reason was that the Treasury Borrowing Advisory Committee (aka TBAC) came out saying it didn’t see strong 
demand for ultra-long bonds and instead felt Treasury should increase issuance of 30s and consider reintroducing 
20-yr bonds.  For context, they stopped that program in 1986.

The other reason for the long end’s bid, and probably more relevant, is that Treasury did not expand the size of 
10s and 30s and the upcoming Refunding; increases were very much on the table in terms of market 
expectations.  Thus, the bid has the connotation of being more a relief trade than a comment on broader market 
direction.  I say that because increases in issuance will come even if not as early as this month and the door is 
hardly closed on issuance longer than 30s.  TBAC did suggest possibly a 50-yr zero coupon, which would have a 
duration, well, way out there and obviously vastly longer than a 50-yr bond.  If pensions and insurance companies 
are not interested in a 50-yr bond who would want a 50-yr zero?
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The data set was interesting in the broad context with much of it coming weaker-than-expected and causing the 
Citi Economic Surprise and Bloomberg Surprise indices to decline further.  Once again, I am compelled to point 
out the divergences underlying some of this using the components to the Bloomberg Surprise Index.  To wit, by 
far the best performing measure is “Surveys and Business Cycle Indicators” or, simply, the sentiment measures 
followed by Labor Market.  Aside from those, the others look rather lame.

This brings to mind a column in the WSJ by Jason Zweig on April 28 entitled “Investors Believe in Magic.”  Zweig 
cites some rather frightening survey results that, like the Bloomberg Surprise components, put more emphasis on 
hope than facts.  He points to one recent survey of well-off investors (thus presumably successful either smart or 
lucky) in which they looked to their portfolios earning an average 8.5% over the long haul.  He points out that 
with bonds yielding about 2.5%, stocks would have to gain 12.5% to hit that 8.5% expectation.

“Net of fees and inflation, that would require approximately double the 7% annual gain that stocks have provided 
over the long term.”

Zweig also points out that institutional investors aren’t the only ones who “believe in the improbable.”  Another 
survey has one in six of these types projecting gains of 20% in venture capital investments even as those have 
underperformed stocks for most of the last 17 years.   From this he moves to the psychological explanations for 
the phenomenon, none of which provide an iota of comfort to the investing hubris.  Needless to say, I love this 
stuff as it dovetails so well with my own skepticism about the economy and performance of risk assets.  But then 
misery loves company.

Which segues to the FOMC meeting which drove the odds of a hike in June from about 67% at the start of the 
week to 97.5% after the meeting itself.  What is striking isn’t that the Fed wants to hike – they’ve been saying that 
for years – but that they seem less sensitive to the breadth of economic data and more narrowly focused on the 
labor markets.  After all, did we not just see March PCE drop 0.2% and the core slip 0.1% for a 1.6% YoY gain?  
The answer is yes, we did.



Title

3

In the opening lines to the statement the Fed wrote, “the labor market has continued to strengthen even as 
economic growth has slowed.”  In March, they wrote, “the labor market has continued to strengthen and that 
economic activity has continued to expand at a moderate pace.”  That’s a downgrade in my book.

They said “Household spending rose only modestly, but the fundamentals underpinning the continued growth in 
consumption remained solid.”  This is hopeful and puts an expectation ahead of immediate economic data which 
seems a switch.  They later wrote that Q1’s weakness is “likely to be transitory” which gets to the crux of the 
matter; the Fed is keeping the market on alert that it intends to hike assuming circumstances allow and 
moderating data won’t stop them as long as they adhere to the more optimistic outlook.

(NB April’s not exactly off to the races with ISM and auto sales weaker but it’s early yet.)

What’s going on here?  First, the labor market is tighter and there is some evidence of pricing pressures.  It’s not a 
lot but probably consistent with keeping two hikes priced in this year.  Just bear in mind that in the last several 
years, Fed hiking hopes stumbled with bouts of softer data so this has changed.  Second, with stocks ever at 
record highs and the Fed concerned about asset bubbles, their intent surely is related to that.  Third, they like 
everyone else are looking to fiscal initiatives and – isn’t it ironic? – that fiscal stimulus may find the Fed balancing 
that out somewhat with monetary policy tightening.

In any event, the market still is reticent to take the Fed fully at its word or has other issues on its mind.  Evidence 
for that comes with a glance at Fed Fund futures.  Assuming that the next range is 1-1.25%, averaging 1.125%, 
then December Funds at 1.255% gives you 50% odds of a second hike after June.
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I’ve borrowed the above chart from a presentation I put together on demographics (if you’re interested in 
getting it and perhaps speaking about the topic let me or your Informa coverage know).   This chart looks at 
Wages and Salaries as a % of GDP vs. the Savings Rate.  What you see is that wages as a % of GDP has been in a 
slipping trend even while consumption as a % of GDP is at a record high of 69.4%.  Hmmm.  What it says is we are 
spending more of our incomes on current consumption thus saving less.  Demographically speaking, this 
underscores the problem most baby boomers (the first of whom turned 70 last year) will have in retirement – not 
enough saved and not enough in interest rates to make up for the shortfall.

It’s also interesting to see Wages & Salaries in terms of Total Compensation as this, too, has been in a downward 
trend.  What gives is that an increasing share of compensation goes to other things, which is overwhelmingly the 
cost of medical care which is why medical coverage is so important for budding retirees (and keeping them in the 
workforce) and why 77% anticipate cutting other spending in retirement.  You might say underfunded retirement 
accounts is something of a pre-condition for this cohort.

By the way, did you notice the steep drop in the savings rate in between the last two recessions?  Bearing in mind 
the economy was expanding, you would think the savings rate would have at least held steady if not improved.

Well I think I have a useless insight into the matter which if not especially valuable in terms of current knowledge 
is, at least, a scary anecdote about ‘bad’ economic behavior.  The chart that follows shows, simply, Home Equity 
Loans outstanding divided by Disposable Income for a visual of HEL as a % of Disposable Income.
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What you see is that in the good old days from 2003-8, this thing averaged 9%.  In other words, home-equity 
borrowing tallied to 9% of disposable income and was over 10% for a few years.  Of course, the savings rate 
declined; why save when you could always tap into your home-cum-ATM if you needed money?

How’d that work out?

Another component to that demographic presentation I put together is of Homeownership Rates by Age.  The 
inspiration for that came from a Barron’s piece on how Millennials were postponing home purchases and 
traditional household formation leaving the 65+ demographic cohort with the highest rate of home ownership 
(78.8%) and few coming in behind them.

Just last week, Trulia reported that prices for most US homes are still below their pre-crash peaks.  That doesn’t 
mean they have risen in price since the trough, or that most homeowners are under water, but simply that they 
were once worth more and presumably all the more so in real terms.  Trulia estimates 34.2% of homes nationally 
are over their previous peak and cites specific areas like Denver, San Francisco and Portland, Oregon, where 90% 
of homes are above their prior highs.

Market musings post NFP. Well, it was strong enough to encourage June hiking thoughts though the Fed Funds 
complex is little changed telling us the market was prepared for a solid NFP.  There were some clouds to the silver 
lining such as the decline in Labor Participation, which is one reason the Unemployment Rate declined, and AHE 
earnings had a downward revision.  Too, the Household measure at 156k was down sharply and is below the 210k 
average of the last few years.  And I’m certainly not the first one to point out that at least some of the strength in 
this report is simply the bounce back from March’s weakness so simply averaging the two gives you a more 
consensus 190k gain.
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But the reason the market is violently little changed from levels that were there prior to this important report has 
to be because people expected something rather like it, supporting the high odds of a June hike but not adding 
more to the odds for the rest of the year.  It’s rather a yawn, but also tells you a June hike won’t be overly 
disrupting given the anticipation.  That said, yields broke the patter of the last two weeks.  You may recall I talked 
about inverse Head & Shoulders formations with a bearish aspect.  

Well, sort of.  The right shoulders look rather extended but yields do seem to have penetrated the range underway 
from around April 24.   Given that the main theme for the upcoming week will be the Refunding and then a glance 
at CPI (0.2% gains expected on headline and core reads), I’ll weigh on supply accommodation a bit.  The Senate 
will take up their version of the AHCA’s repeal, but I don’t see that as market moving.

I’m not especially bearish.  The 40-day MAs in 5s, 10s and 30s seem to have garnered some respect (that is 
support at 1.89%, 2.36% and 3%, respectively) but seems vulnerable.  I like 5s back to 1.93%, 10s near 2.39%, for 
starters, to about 2.43%.  These are recent high yields and nothing more.  I’d be a better seller of the belly vs the 
wings as this seems to have some momentum going for it but my time horizon is limited to the week ahead and 
range definition.

David Ader is Chief Macro Strategist for Informa Financial Intelligence. For 
further information on our products and services, please see: 
https://financialintelligence.informa.com/
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