
Market Blog

With the major stock market indexes all entering a bear market this month,
it’s no surprise that stocks have stolen most of the spotlight. However, actions
taken by the Federal Reserve (Fed) to support what may be considered the
safest part of the bond market, US Treasuries, may actually have more lasting
implications for investors’ portfolios.

From February 19 through midday March 9, the yield on the 10-year Treasury
fell an incredible 125 basis points (1.25%), briefly reaching an all-time low of
just 0.31%. In fact, the 14-day relative strength index RSI on the 10-year
yield, a technical measure of momentum, was more oversold than at any
point since 1971. Since then yields came roaring back, trading as high as
1.27%, before fading back to near 0.8% currently.

It is logical to think that the incredibly bold moves from the Fed, including
unlimited Treasuries purchases, will help keep yields down. But could yields
actually rise from here after the Fed writes the bond market a blank check?
History says yes, which seems counter-intuitive. For investors, it’s important
to keep in mind that the combination of low starting yields and rising interest
rates may lead to meager future fixed income returns.

As shown in the LPL Chart of the Day, following prior announcements of
quantitative easing (Fed securities purchases), yields have actually risen. Part
of that story is the market pricing in higher inflation expectations as a result
of the “money printing.” Another piece is the market becoming more confident
in economic recovery. “The massive injection of liquidity into the bond market
by the Federal Reserve—in concert with fiscal stimulus—surely helps shore up
the economy and credit marekts for an eventual recovery,” noted LPL Financial
Sr. Market Strategist Ryan Detrick.
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LPL Research forecasts the 10-year Treasury yield will end 2020 in the range
of 1.25-1.75%. Outcomes outside of that range are certainly possible
depending on how long it takes to get the pandemic under control.

View enlarged chart.

If the roughly $2 trillion in fiscal stimulus is added to the Fed’s securities
purchases, and additional lending capacity that the Fed’s new programs
create, the economy will get a $5-6 trillion jolt in the next several months to
help us get through this crisis to the other side. In a $22 trillion US economy,
that is significant and far exceeds the stimulus that dug the economy out of a
ditch after the 2008-2009 financial crisis. This human crisis is not over
unfortunately, but the bold moves from policymakers should help lessen the
blow. The size of hit became evident in Thursday’s massive spike in jobless
claims. The economic data will get worse before it gets better, but visibility
into the peak of this crisis is starting to come into view and markets—both
stocks and bonds—may be beginning to sniff that out.

 

IMPORTANT DISCLOSURES

This material is for general information only and is not intended to provide
specific advice or recommendations for any individual. There is no assurance
that the views or strategies discussed are suitable for all investors or will yield
positive outcomes. Investing involves risks including possible loss of principal.
Any economic forecasts set forth may not develop as predicted and are
subject to change.
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References to markets, asset classes, and sectors are generally regarding the
corresponding market index. Indexes are unmanaged statistical composites
and cannot be invested into directly. Index performance is not indicative of
the performance of any investment and do not reflect fees, expenses, or sales
charges. All performance referenced is historical and is no guarantee of future
results.

Any company names noted herein are for educational purposes only and not
an indication of trading intent or a solicitation of their products or services.
LPL Financial doesn’t provide research on individual equities. All information is
believed to be from reliable sources; however, LPL Financial makes no
representation as to its completeness or accuracy.

This Research material was prepared by LPL Financial, LLC.

Securities and advisory services offered through LPL Financial (LPL),
a registered investment advisor and broker-dealer (member
FINRA/SIPC).

Insurance products are offered through LPL or its licensed affiliates.  To the
extent you are receiving investment advice from a separately registered
independent investment advisor that is not an LPL affiliate, please note LPL
makes no representation with respect to such entity.

If your representative is located at a bank or credit union, please note that
the bank/credit union is not registered as a broker-dealer or investment
advisor.  Registered representatives of LPL may also be employees of the
bank/credit union.

These products and services are being offered through LPL or its affiliates,
which are separate entities from, and not affiliates of, the bank/credit union. 
Securities and insurance offered through LPL or its affiliates are:

Not Insured by FDIC/NCUA or Any Other Government Agency
Not Bank/Credit Union Guaranteed
Not Bank/Credit Union Deposits or Obligations
May Lose Value
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