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What are US bond markets telling us about the economy?  

The US economy is moving fast, with volatile 

markets reflecting rapid changes and unexpected 

turnarounds. The Great Pandemic Reflation (2020-

21), a stimulus-induced recovery that brought the US 

economy back to life from the depths of a sharp 

downturn, went down in history as one of the most 

dramatic macroeconomic events on record. After the 

US GDP sunk with the pandemic in Q2 2020, it 

rebounded strongly with growth rates that took the 

economy to a level above the pre-pandemic trend 

over the last two years. During this period, US 

markets enjoyed extraordinary rallies with equity 

indices staging strong performance and cyclical 

commodities paring losses to make new highs in 

relatively short order.   
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Importantly, macro-sensitive US Treasuries 

confirmed the positive backdrop. In fact, after 

recession fears and the Covid-19 shock led 10-year 

US Treasury yields to decline precipitously for more 

than a year, the economic recovery started to push 

yields up significantly between August 2020 and 

April 2021. After consolidating for a few months 

between May and December 2021, yields surged 

again on the back of moderating fears from Covid-19 

variants in the West, renewed inflation fears and a 

more “hawkish” US Federal Reserve (Fed).   

However, the US Treasury yield curve, or the spread 

between short- and long-term yields, tell us a more 

nuanced macro story. From August 2020 to April 

2021, bond yields indeed pointed to continuous 

tailwinds for the US economy. The benchmark 

spread between 10-year and 2-year Treasuries 

widened, producing a healthy steepening of the yield 

curve. This was a positive sign for the economic 

expansion as lower yields at the short-end of the 

curve implied monetary stimulus and higher yields at 

the longer-end of the curve implied stronger growth 

or inflation expectations. Moreover, the price ratio 

between high-yield corporate bonds and US Treasury 

bonds increased, suggesting elevated risk appetite 

from bond investors or a “risk-on” environment. 

But bond markets started to act differently after April 

2021, with the yield curve flattening and risk appetite 

diminishing. This process accelerated after the Fed 

Open Market Committee (FOMC) meetings in June 

and December 2021, when a more “hawkish” Fed 

and the guidance for the start of a more rapid process 

of “policy normalization” surprised the market.  

US Treasury yield spread 
(10-year vs 2-year note, % per year)           
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In our view, bond markets are sending three 

messages about the US economy. 

First, bonds are suggesting that US growth has 

already peaked in Q2 2021, after several quarters of 

hyper-strong activity. In other words, bond markets 
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are pointing to a significant slowdown of the US 

economic recovery, with growth rates set to return to 

a more normal ballpark of around 2% per year. 

Second, the bond market is considering that current 

inflationary pressures may continue over the 

medium-term, but are going to ease over the long-

term, however accompanied by lower growth. A 

flattening yield curve (short rates moving up faster 

than long rates) suggests that inflation is only a 

medium-term worry. Indeed, 10-year bond implied 

inflation expectations (breakeven inflation rate) have 

gone up only moderately by 60 basis points (bps), to 

stay relatively contained at around 3%, significantly 

below the current consumer price inflation of 8.5% 

for March 2022.  

Third, US Treasury bonds are serving as a “safe-

haven” in times of geopolitical turbulence in Europe 

and Asia as well as a lower-risk instrument to bet on 

a more robust economy. With every interest rate hike 

in the US, interest rate differentials globally widen, 

making US Treasury bonds a safer investment from 

a risk-reward perspective. This creates higher 

demand for US Treasuries, limiting more upside 

movements in US Treasury yields. Savers in 

European countries and Japan, where activity has 

been more sluggish and interest rates lower, are 

increasing their allocation to US Treasuries as US 

yields increase further. This creates a cap for long-

term yields.  

All in all, US bond yields have had a strong run in 

recent quarters. However, the yield curve and its 

respective spreads started to flatten in April 2021, 

signalling a weaker economic outlook, long-term 

inflation expectations that are lower than current 

inflation and US outperformance versus other 

advanced economies.  

      

 

DISCLAIMER: The information in this publication (“Information”) has been prepared by Qatar National Bank (Q.P.S.C.) (“QNB”) which term includes 

its branches and affiliated companies. The Information is believed to be, and has been obtained from, sources deemed to be reliable; however, QNB makes 
no guarantee, representation or warranty of any kind, express or implied, as to the Information’s accuracy, completeness or reliability and shall not be held 

responsible in any way (including in respect of negligence) for any errors in, or omissions from, the Information. QNB expressly disclaims all warranties or 

merchantability or fitness for a particular purpose with respect to the Information. Any hyperlinks to third party websites are provided for reader convenience 
only and QNB does not endorse the content of, is not responsible for, nor does it offer the reader any reliance with respect to the accuracy or security 

controls of these websites. QNB is not acting as a financial adviser, consultant or fiduciary with respect to the Information and is not providing investment, 

legal, tax or accounting advice. The Information presented is general in nature: it is not advice, an offer, promotion, solicitation or recommendation in 
respect of any information or products presented in this publication. This publication is provided solely on the basis that the recipient will make an 

independent evaluation of the Information at the recipient’s sole risk and responsibility. It may not be relied upon to make any investment decision. QNB 

recommends that the recipient obtains investment, legal, tax or accounting advise from independent professional advisors before making any investment 
decision. Any opinions expressed in this publication are the opinions of the author as at the date of publication. They do not necessarily reflect the opinions 

of QNB who reserves the right to amend any Information at any time without notice. QNB, its directors, officers, employees, representatives or agents do 

not assume any liability for any loss, injury, damages or expenses that may result from or be related in any way to the reliance by any person upon the 
Information. The publication is distributed on a complementary basis and may not be distributed, modified, published, re-posted, reused, sold, transmitted 

or reproduced in whole or in part without the permission of QNB. The Information has not, to the best of QNB’s knowledge, been reviewed by Qatar Central 

Bank, the Qatar Financial Markets Authority, nor any governmental, quasi-governmental, regulatory or advisory authority either in or outside Qatar and 
no approval has been either solicited or received by QNB in respect of the Information.    

QNB Economics Team:    
James Mason 
Senior Economist 

+974-4453-4643 

 Luiz Pinto* 

Economist 

+974-4453-4642 

 

* Corresponding author    

mailto:economics@qnb.com

