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Stocks have had an impressive rally over the past two weeks, despite mixed reports of
quarterly earnings this week and the sell-off today. Since its nine-month low on July 2, the
Dow Jones Industrial Average is up about 450pts and is currently trading around 10,135.
Recent economic reports have pushed stocks lower today, with the Dow trading down
about 2.2%. Since the beginning of the month, the yield on the 10Yr Treasury Note surged
as high as 3.12% on Tuesday, but has now ebbed and is trading around 2.93% today.
Furthermore, the yield on the 2Yr Note fell below 0.60% this morning, touching 0.577%
and marking a record low as the latest report of consumer sentiment dropped more than
forecasted.

The Fed released their June 23 FOMC minutes on Wednesday, whereby the officials
lowered their economic outlook for the coming quarters as “a number of members saw
the risks to the outlook as having shifted to the downside”. Moreover, the transcript
showed that “a few participants cited some risk of deflation”.

Advanced retail sales fell more than economists expected, falling 0.5% in June. Sales less
autos and gas for the same month rose just 0.1%. Industrial production slowed from 1.3%
in May to 0.1% in June as warmer weather helped boost utilities output. As such, the
capacity utilization held steady at 74.1%, after the prior month’s figure was revised down
from 74.7%. Headline wholesale prices fell more than expected, dropping 0.5% in the
month of June, while core prices inched up just 0.1%. On a year-over-year basis, headline
wholesale prices slowed from 5.3% to 2.8%, whereas core prices from the year prior
slowed to 1.1%. On the retail side, the cost of living in June fell 0.1%, but excluding food
and energy, consumer prices rose 0.2%. With that, year-over-year cost of living slowed
from 2.0% to 1.1%, while core retail prices remained at 0.9%. Recent fears of a double dip
recession or even deflation have floated around, but the rise in June’s core retail prices
eases some of those concerns.

Looking forward, housing starts and building permits for June are expected to fall 2.8% and
0.7% respectively from the month prior. Economists expect existing home sales to drop
8.1% in June. Leading economic indicators for the same month are expected to fall for the
first time in 14-months, down 0.3%.
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10Yr Treasury Note - Last 24 Months

The yield on the benchmark 
10Yr Treasury Note has 
rallied since Tuesday, with 
yields falling 19bps to 
2.93%.  In fact, the 10Yr 
Note’s yield is currently 
trading, intraday, at its 
lowest yield late April 2009.  
Lower economic forecasts 
from Fed officials, along 
with lower consumer 
confidence, among other 
things, have driven up 
demand for Treasuries in 
the last three days of 
trading.

Source: Bloomberg, LP

Last: 2.929%
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