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--Stone & McCarthy (Princeton) -- With a sharp reduction in Ukraine/Russia- 
related headlines, and more market participants speculating that this morning's 
March NFP report is set to show a rebound from several months of weather-related 
weakness (SMRA's view is that payrolls are not likely to rebound until April), the 
yield on the benchmark 10-Yr note contract has risen to the high-
end of a 2-month range in recent days. As today's Chart of the Day will show, 
however, at least one reliable tool for tracking the market's conviction in interest 
rate cycles is still skeptical of the recent yield rally.

There has been increased speculation of late that the 2014 downturn in yields is 
over and that we are beginning to see the start of the next uninterrupted leg higher 
in yields. While we think that there is certainly room for the benchmark yield's 
choppy post-02/03/14 up-cycle to mature further over the days to weeks ahead 
(see Thursday's Treasury Market Technicals update for more detail), 
at least one key indicator that we like to use as confirmation for meaningful 
movements in US yields is suggesting that betting on anything more that a possible 
retest of the 3.0% area in the coming days to weeks is premature at this time.

As today's chart shows, the Financials/Utilities ratio, which has a trailing 1-Year 
correlation of 0.79 to the 10-Yr yield, has been a fairly reliable leading indicator for 
yields over the past couple of years (see larger chart on page 2). More recently 
(see smaller chart on page 2), however, the ratio has not participated in this 
past week's yield rally.
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Conclusion

Although a stronger than expected jobs number this morning would probably cause 
an overshoot in the 10-Yr yield that is consistent with the scenario we've been 
following in our daily Treasury Market Technicals updates, we're going to need to 
see confirmation from this ratio before we candeclare that the market is on board 
for anything more than a temporary spike higher in yields. 
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