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Is inflation making a comeback? That concern has been on Wall Street’s mind lately. About six months ago, the 
yield on the benchmark 10-year note was around 2%. In the second week of June, it touched 4%. While still low 
historically, the rising yield could prove inconvenient for the recovery in the financial and housing sectors.1 

The yield on the 10-year note has slowly risen since March. On June 10, a subpar U.S. Treasury auction took the 
yield to 3.95%.2 Friday, Treasury prices spiked higher, sending the yield to 3.79% at the end of a week in which 
the U.S. Treasury auctioned off more than $65 billion in debt.3 

Action leads to reaction. Why the concerns here? Let’s review what has happened in the last several months. 
The federal government issued massive amounts of debt to fund its response to the recession and the financial 
crisis. The government has borrowed to a startling degree and flooded the banking system with money – 
conditions which can breed inflation. 

Also, with so much debt being offered for sale, the fear was that supply would come to outweigh demand in the 
bond market. When bond prices fall, bond yields rise. When the yield rises on the 10-year Treasury, interest rates 
rise on mortgages and other types of loans (mortgage rates move in response to the 10-year note).  

When interest rates rise, the cost of borrowing increases, mortgages become less attractive, and you have 
decreased homebuying demand and downward pressure on home prices. That could slow down the economy and 
negatively affect GDP. While higher Treasury yields and higher interest rates can aid the dollar, there is a 
considerable downside. 

Wasn’t the Federal Reserve going to buy billions in Treasury notes? Yes – back in March, that was the plan. 
The Fed wanted to purchase $300 billion in long-term Treasury notes and another $750 billion in mortgage-linked 
securities.4  

The idea was to lower mortgage rates and thaw credit markets. Temporarily, it worked – there was more demand 
in the Treasury market, rates on mortgages fell, and refinancing increased. But the short-term effect faded. 
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The Fed’s Open Market Committee will meet June 23-24, and some think the Treasury buyback effort will be 
renewed around or before that time.1 An interest rate hike would seem distant. Only 18% of economists polled in 
June by the Wall Street Journal think the Fed will hike rates this year.5 
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These are the views of Peter Montoya Inc., not the named Representative nor Broker/Dealer, and should not be construed as investment advice. Neither the 
named Representative nor Broker/Dealer gives tax or legal advice. All information is believed to be from reliable sources; however, we make no representation 
as to its completeness or accuracy. The publisher is not engaged in rendering legal, accounting or other professional services. If other expert assistance is 
needed, the reader is advised to engage the services of a competent professional. Please consult your Financial Advisor for further information. 
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