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Reasonably Resilient Rates Waiting to See Wednesday's
Inflation Data

Data dependent... That's a phrase that is all too prevalent in financial markets and among
members of the Federal Reserve.  It refers to the fact that economic data will guide the future
path of interest rate decisions.  

While rates always depend on data, the data outlook isn't always as uncertain as it has been in
the past few years.  At times, we've been waiting for inflation and job growth to stop surging. 
At other times, we've been waiting for them to confirm a move in the other direction.  Either
way, there are a few reports that financial markets watch more closely than others and this
week's jobs report is one of the best examples.

When job growth is higher than expected, the default reaction is for rates to move higher. 
The bigger the "beat" (which refers to the actual job count versus the median forecast among
multiple economists), the bigger the rate jump tends to be, on average. 

With that in mind, Friday's payroll count of 303k versus a median forecast of 200k was a big
beat!  Moreover, it continues a recent trend of labor market resilience that rates should find
troubling.  Specifically, rather than return to pre-covid averages, monthly job counts have
leveled-off and bounced early.

It was no surprise to see bonds lose ground and rates move higher, but the size of rate increase is much more curious. In terms
of 10yr Treasury yields, the most widely followed benchmark for longer-term rates, it wasn't remotely close to being the
biggest move of the week.
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The big move on Monday was complicated, but it was only partially driven by economic data.  That begs the question: if rates
are data dependent, why didn't the jobs report do more damage?

One thing to consider is that the reaction to the jobs data did, in fact, leave the bond market at the worst levels of the week,
even if it didn't cause the biggest spike.  Moreover, 10yr Treasuries are only one benchmark to consider.  There was much
more relative movement in Fed Rate Cut expectations which decreased at the fastest pace of the week.
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The other major counterpoint is that while the jobs report is certainly big, next week's Consumer Price Index (CPI) is
bigger.  It's not unreasonable to consider that markets are waiting to trade the full reaction to this week's data until they see
how CPI comes in next week.

One silver lining is that mortgage rates had a slightly better week than Treasury yields and have generally been outperforming
since February.  The average 30yr fixed rate has moved up by less than 0.40% from Feb 1, 2024 while 10yr yields have moved
up more than 0.50% over the same time.
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