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By Min Zeng
Fresh worries over the pace of U.S. economic growth sent investors piling into ultrasafe
Treasury bonds, pushing the yield on the benchmark 10-year note below 1.9% during
Tuesday's session.
The smaller-than-forecast 0.9% rise in retail sales for March added to a pile of
disappointing U.S. releases over the past month, further bolstering bond buyers'
expectations that the Federal Reserve wouldn't be in a hurry to raise borrowing costs.
Investors have been concerned that higher interest rates from the Fed could shrink the
value of outstanding bonds. But as fear about a rate increase this summer has
diminished, trading in the bond market has become less jumpy. A closely watched gauge
of volatility on Tuesday fell to a three-month low, a sign investors don't expect bond
yields to jump.
"With the absence of any surprises in the inflation or growth indicators to the upside,
the Fed will have to reluctantly stay on hold for now," said Mark MacQueen, co-founder
and portfolio manager in Austin, Texas, at Sage Advisory Services Ltd., which oversees
$11 billion in assets. "The bond market is not worried about an imminent Fed
tightening."
The bond market's price rally Tuesday sent the 10-year note's yield to as low as 1.855%.
When bond prices rise, their yields fall.
The rally eased in the afternoon with the yield closing at 1.904% amid some
profit-taking, compared with 1.938% Monday. The yield was 2.173% at the end of 2014.
The Move Index, an options-based gauge of investors' expectations for swings in the U.S.
Treasury-bond market, closed at 75.76 Monday, the lowest closing level since Jan. 5,
according to Jonathan Rick, interest-rate derivatives strategist at Credit Agricole in
New York.
Anxiety over the Fed potentially starting to raise rates this summer had climbed a
month ago, sending the 10-year U.S. bond yield to this year's peak of 2.24% on March 6.
But in recent weeks, some disappointing data including durable goods, manufacturing
activities and jobs growth have sent the yield below 2%. Earlier this month, the
non-farm payrolls report showed the U.S. economy added 126,000 jobs in March, the
slowest pace since 2013.
Many economists expect the U.S. economy to regain traction this quarter, as has
happened in the past few years. Fed officials have said that the soft patch this quarter
has been driven by temporary factors such as harsh winter weather. Several officials
have warned investors that a rate increase this summer isn't off the table.
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But investors have started to question whether U.S. economic growth, the bright spot in
the world, may be less robust than many expect. The International Monetary Fund on
Tuesday lowered its projection for U.S. economic growth by 0.5 percentage point to 3.1%,
citing a stronger dollar.
"The retail sales report is a continuation of disappointment which will allow the Fed to
remain patient," said Sean Simko, head of fixed-income management at SEI
Investments in Oaks, Pa., which has $253 billion assets under management.
Mr. Simko is holding a "modest overweight" on long-term Treasury bonds.
Fed funds futures, used by investors and traders to place bets on central-bank policy,
showed Tuesday that investors see a 4% likelihood of a rate increase in June, down from
6% Monday, according to data from CME Group.
The odds of a rate increase in the September policy meeting fell to 29% from 30.6% on
Monday.
Lower Treasury bond yields repel buying interest from some investors, especially
U.S.-based fund managers who don't enjoy the benefits from the currency side.
In the latest weekly J.P. Morgan Chase & Co. survey released Tuesday, investors who
said they expect bond prices to rise fell to 9% from 13% a week ago, while those looking
for bond prices to fall rose to 24% from 22%.
The resulting gap between the two camps suggests investors are least bullish on bond
prices since Oct. 6. Fencesitters still dominate--67% versus 65% a week ago.
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