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Fixed Income – Extreme Flattening 

The spread between the yield on 2-year government bonds and 10-year government bonds was virtually the same 
in Germany and the US in 2017. Since that time, there have been very divergent paths with the spread in the US 
plummeting and even turning negative for a short time in 2019 before rocketing higher. German spreads continued 
to decline and only began rising modestly in 2021. As the Fed has signaled, they will begin raising short-term rates, 
some expecting as many as seven hikes in 2022, the US yield curve has flattened dramatically, and the spread is 
higher in Germany for the first time in two years. You would expect the short end of the yield curve to be more 
impacted by Fed Funds rate increases, suggesting the yield curve could invert with as little as two rate hikes if the 
current trend continues. 
 
 
 
 
 
 
 

 
 
 
 

Technical – Discretion vs. Valor 
 
Investors these days may want to consider focusing on discretion as the better part of valor when it comes to the 
equity markets. This chart, taken before Russia’s occupation into Ukraine, paints a picture of caution on the S&P 500 
as the markets hover just above key support levels. A popular head-and-shoulders pattern looks to be forming that 
suggests far more downside risk to equity markets right now. At the time this is being written, the SPX sits at 4254, 
just 32 points above the January low after breaching the low on an intra-day level. A close below 4222 creates a 
technical pattern where the next strong support does not occur until 3269, nearly 25% below the current level. Traders 
are watching closely where markets trade from here for signals that sellers may soon overwhelm buyers and send 
markets much lower.     


