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10-2Y Treasury Yield Curve During 1Q21 & 2Q21 Total Return by Duration -- 1Q21 vs 2Q21
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Statistics Win Again ― Where Do Rates Go From Here?

Key Takeaways

The saying "this time is different" is a dangerous mentality. Yield curve steepening during 1Q21, and the recent trend reversal to yield curve

flattening during 2Q21, is a good example. Figure 1 below shows the 10Y Treasury yield rose 0.82% during 1Q21. Long-duration bonds

underperformed their short-duration peers by over 4% in 1Q21 as the 10-2 spread widened 0.78%. As 2Q21 started, market consensus

called for the 10Y yield to rise above 2%. Investors were convinced the Biden administration’s fiscal stimulus and infrastructure proposals,

the Fed's dovish monetary policy, and supply chain issues would spur inflationary pressures and further steepen the yield curve. Long-

duration bonds were viewed as vulnerable to rising rates and too risky.

Our 2Q21 Asset Allocator's Guide examined duration through the lens of statistics and historical data. The evidence pointed to yield curve

flattening and favored extending duration. With the benefit of hindsight, it is easy to see statistics got it right and the market got it wrong.

Below were the statistical takeaways from page 13 of the 2Q21 Asset Allocator's Guide:

• Figure 27 highlighted the 10-2 spread's +2.3std steepening event over the prior 6 months. The 'More Info' chart showed the 10-2 spread

tightened 100% of the time following each of the 13 prior +2std steepening events.

• Figure 28 analyzed performance by duration after the 10-2 spread historically steepened +1.5std. The 'More Info' chart showed long-

duration corporate bonds outperformed over the next 12 months during 5 of the prior 6 times.

• Figure 29 highlighted long-duration corporate bonds trading -1.7std below their 200-day moving average. The 'More Info' chart showed

long-duration corporate bonds generated double digit returns over the next 12 months during each of the 4 prior times.

We examined the historical data and concluded it was time to start extending duration, which was a contrarian call at the time. Since the

2Q21 Asset Allocator's Guide release on 4/9/21, Figure 2 below shows the 10Y yield has declined 0.27%. Long-duration bonds have

outperformed their short-duration peers by 2.8% on a total return basis.

What Happens Next? Continue reading on page 2 ►

• History indicates the 10Y yield will remain range bound in 2H21. We view 1.75% as the upper boundary.

• We favor buying long-duration bonds on weakness and would target 60% mid / 40% long-duration (see page 2).

The information herein was obtained from sources which MarketDesk Research LLC (MDR) believes to be reliable, but we do not
guarantee its accuracy. Neither the information, nor any opinions expressed, constitute a solicitation of the purchase or sale of
any securities or related instruments. MDR is not responsible for any losses incurred from any use of this information.

0.8%

1.0%

1.2%

1.4%

1.6%

1.8%

Dec-20 Mar-21

1Q 2021 2Q 2021

-0.9%

-2.7%

-5.0%

0.7%

2.0%

3.5%

-6%

-3%

0%

3%

6%

Short Duration

Corp (1-5Y)

Mid Duration

Corp (5-10Y)

Long Duration

Corp (+10Y)

1Q 2021 2Q 2021

Duration is now a tailwind in 2Q21

after being a headwind in 1Q21.

Jun-21

https://reports.marketdeskresearch.com/hubfs/1-Research/11-AAguide/MDRAAGuide-2Q21-adigah.pdf
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What happens next? Recent Strategy Snapshots show history continues to favor extending duration. Below are the key takeaways:

• Year 2 Bull Markets: Figure 9 in the 4/23/21 Strategy Snapshot shows the 10Y yield fell during 7 of the last 11 ‘year 2 bull markets’ going

back to 1957.

• Inflationary Periods: Figure 7 in the 5/28/21 Strategy Snapshot shows the 10Y yield declined during the 2007 and 2011 inflationary

environments. In addition, the 10Y yield only rose 0.1% during 2004 despite the Fed tightening cycle that occurred from May 2004

through June 2006. The ‘More Info’ chart shows long-duration bonds outperformed during the 2004 and 2011 inflationary periods.

• Fed Tightening Cycles: Figure 3 in the 5/14/21 Strategy Snapshot shows the yield curve historically flattens during Fed tightening cycles.

The ‘More Info’ chart in Figure 7 shows long-duration bonds outperformed on a total return basis during the 2004 and 2015 Fed

tightening cycles. Short-duration outperformed during the remaining two tightening cycles (e.g., 1999 and 2013), which is why we favor

transitioning to a barbell approach once the Fed starts raising rates.

With the above Strategy Snapshots in mind, we expect the 10Y yield to remain range bound during 2H21. We view 1.75% as the upper

boundary of the range and favor buying long-duration bond ETFs on weakness. As we look ahead to 2H21, we favor extending duration in

the range of 60% mid / 40% long. This is a slight duration increase from our current 75% mid / 25% long preference mentioned in the June

Monthly Roundup. Our preferred mid-duration corporate bond ETFs are VCIT, SPIB, and IGIB, while our preferred long-duration corporate

bond ETFs are VCLT, SPLB, and IGLB.

The information herein was obtained from sources which MarketDesk Research LLC (MDR) believes to be reliable, but we do not
guarantee its accuracy. Neither the information, nor any opinions expressed, constitute a solicitation of the purchase or sale of
any securities or related instruments. MDR is not responsible for any losses incurred from any use of this information.

https://reports.marketdeskresearch.com/hubfs/1-Research/04-StratSnap/StrategySnap-5.28.2021-pioet.pdf
https://reports.marketdeskresearch.com/hubfs/1-Research/04-StratSnap/StrategySnap-5.14.2021-eqlis.pdf
https://reports.marketdeskresearch.com/hubfs/1-Research/04-StratSnap/StrategySnap-4.23.2021-vjl64s.pdf
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MarketDesk is wholly-owned by MarketDesk Research, LLC (“MarketDesk Research”

or “MDR”). The information and opinions expressed herein are solely those of MDR,

are provided for informational purposes only and are not intended as

recommendations to buy or sell a security, nor as an offer to buy or sell a

security. Recipients of the information provided herein should consult with a

financial advisor before purchasing or selling a security. MDR is not an investment

advisor and is not registered with the U.S. Securities and Exchange Commission or

the Financial Industry Regulatory Authority, and, further, the owners, employees,

agents or representatives of MDR are not acting as investment advisors and might

not be registered with the U.S. Securities and Exchange Commission. The

information and opinions provided herein are provided as general market

commentary only, and do not consider the specific investment objectives, financial

situation or particular needs of any one client. The information in this report is not

intended to be used as the primary basis of investment decisions, and because of

individual client objectives, should not be construed as advice designed to meet

the particular investment needs of any investor. The comments may not be relied

upon as recommendations, investment advice or an indication of trading intent.

MDR is not soliciting any action based on this document. Investors should consult

with their own financial adviser before making any investment decisions. There is no

guarantee that any future event discussed herein will come to pass. The data used

in this publication may have been obtained from a variety of sources including U.S.

Federal Reserve, FactSet, Bloomberg, Bank of America Merrill Lynch, iShares,

Vanguard and State Street, which we believe to be reliable, but MDR cannot be

held responsible for the accuracy of data used herein. Any use of graphs, text or

other material from this report by the recipient must acknowledge MarketDesk

Research as the source. Past performance does not guarantee or indicate future

results. Investing involves risk, including the possible loss of principal and fluctuation

of value. MDR disclaims responsibility for updating information. In addition, MDR

disclaims responsibility for third-party content, including information accessed

through hyperlinks.

MDR is not a registered investment adviser. No mention of a particular security,

index, derivative or other instrument in the report constitutes a recommendation to

buy, sell, or hold that or any other security, nor does it constitute an opinion on the

suitability of any security, index, or derivative. The report is strictly an information

publication and has been prepared without regard to the particular investments

and circumstances of the recipient. SUBSCRIBERS SHOULD VERIFY ALL CLAIMS AND

COMPLETE THEIR OWN RESEARCH AND CONSULT A REGISTERED FINANCIAL

PROFESSIONAL BEFORE INVESTING IN ANY INVESTMENTS MENTIONED IN THE

PUBLICATION. INVESTING IN SECURITIES AND DERIVATIVES IS SPECULATIVE AND

CARRIES A HIGH DEGREE OF RISK, AND SUBSCRIBERS MAY LOSE MONEY TRADING

AND INVESTING IN SUCH INVESTMENTS.

Principals of MDR may or may not hold or be short any of the securities, options, or

futures discussed in the report, or any other securities, at any time.

Please refer to www.MarketDeskResearch.com/terms for the complete list of terms

and disclaimers.
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