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Week ahead 
   

• Consumer Confidence (Feb., Wed.): The consumer confidence index is likely to bounce back 
from January’s weak 84.5 reading — the lowest since May 2014. We note that the consumer 
sentiment index jumped +6.3 points between December and February, while the consumer 
confidence series fell by -9.7 points in January. Moreover, daily news sentiment, as measured by 
the San Francisco Fed, has been flat. This disconnect is shown below.     
 

• Producer Prices (Jan, Fri.): We are forecasting relative strength in January producer prices, 
despite a relatively contained January CPI report where headline and core CPI returned at 0.2% 
MoM and 0.3% MoM respectively. PPI is also sensitive to oil prices which increased 4.1% MoM. 
At 3.0%, producer prices are elevated and at the upper end of pre-Covid readings (shown below). 

 

• Fedspeak: The Fed’s rhetoric has become less tolerant of above-target inflation. Core PCE 
inflation — the Fed’s preferred metric — remains stubbornly high. Waller (2/23 & 2/24), Goolsbee 
(2/24), Collins (2/24), Cook (2/24), Richmond’s Barkin (2/24 & 2/25), St. Louis’ Musalem (2/25).  

 

• UST Auctions: The Treasury will sell $69bn 2-Year on Tuesday, $70bn 5-Year on Wednesday and 
$44bn 7-Year on Thursday.  
 

Figure 1: News Sentiment (Index) vs. Consumer 
Confidence (Index)  

Figure 2: PPI (%y/y) 

  

Source: SF Fed, Conference Board, Haver, SMBC Nikko Source: BLS, Haver, SMBC Nikko 
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Stubborn inflation draws Fed’s ire 
 
The 0.4% m/m core PCE print for December corroborates our view that the Fed is likely to be on hold 
until inflation declines back to the Fed’s 2% target. We expect one rate cut this year in July compared to 
the futures market pricing in 56 bps of cuts. 10y yields have moved towards the lower end of the 3.90-
4.30% range due to geopolitical worries (risk off) and as the negative impulse from Japanese and 
European bond market have run its course. A further correction in risk assets or flare up in 
geopolitical risk is likely to take 10y yields towards the lows of the range. However, we expect 
yields to move towards the middle of the 4.00-4.25% range once the geopolitical risk passes on. We 
favor the steepener (5s30s) with the IEEPA ruling once again bringing fiscal concerns to the fore.  
 
 
Impact of IEEPA reversal 
 
Supreme Court struck down the use of IEEPA for tariffs, affecting $170bn in annual tariff revenues 
(including $110bn from reciprocal tariffs and remainder from fentanyl related actions). The White House 
has already said that it would re-impose tariffs under alternative statutory authorities, but the key 
questions are how much revenue those new authorities can generate and how long implementation can 
take.  
 
From an issuance perspective, even assuming only 50% of the lost revenue is replaced, the resulting 
$85bn shortfall could be comfortably absorbed in the bills market. The Supreme Court did not rule on 
refunds and instead highlighted that jurisdiction for remedies lies with other courts. Lower courts or the 
Court of International Trade are likely to manage any refund process that would be slow and drawn-out. 
 
Using a QE‑style duration template, a shortfall of this magnitude would be equivalent to roughly a 

30bp upward impact on 10‑year yields. However, this assumes the Treasury compensates with 
coupon issuance. If Treasury instead leans more heavily on bill issuance, the rate impact could 
differ meaningfully. 
 
Alternative to IEEPA: Section 122 and 338 can be applied broadly although we suspect each would face 
some legal challenge. Section 122 allows the Administration to impose 15% tariffs for up to 150d. While 
it can be extended, the extension requires Congressional approval. Section 338 was created in 1930 
and allows for unilateral tariffs of 100% or even import bans.  
 
Under Section 232 rules, the President can impose tariffs on imported products that are deemed a 
threat to national security by the Commerce Department. There are no limits on the rate applied or the 
duration of these levies. Section 232 tariffs on steel, aluminum and autos have been in place since 2018 
so extending coverage to other products seems to have more legal support than some of the other tariff 
alternatives. The Commerce Department is currently reviewing 12 other products for national security-
based tariffs. But Section 232 tariffs raised just $35bn in FY 25. 
  
The other major source of tariff revenue is Section 301. Section 301 is applied against countries 
deemed to be discriminating against US businesses. Like 232 there is no limit on the rate, but Section 
301 tariffs have a 4y limit after which they must be renewed. Currently, Section 301 applies only to 
Chinese goods. It raised about $36bn in FY 25. 
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Pricing the Iran risk  
 
President Trump’s 10–15 day window for an Iran deal keeps geopolitical risk front and center. Polymarket 
pricing now implies ~59% odds of a U.S.–Iran military engagement by March 31 (vs. ~32% on Feb 14) 
and ~54% odds of a Strait of Hormuz closure. Markets are likely to extrapolate from the recent 
playbooks—the Russian invasion of Ukraine and the Israel/U.S.–Iran flare ups—where an initial volatility 
spike ultimately gives way to Fed‑ and fundamentals‑driven rate dynamics.  
 
We are in line with market pricing, expecting that this episode will not exceed prior Middle East 
conflicts (Iraq wars, past Iran flare‑ups) or the Russia‑Ukraine war. However, uncertainty is highly 
elevated, and the market may be underpricing the events. If things escalate, the market is likely to: (i) 
derisk, leading to higher volatility and (ii). oil‑prices are likely to spike, given the potential supply 
disruptions to the Strait of Hormuz.  
 
In the current low vol regime, carry trades (long swap spreads in the rates space) would be at risk. 
10y swap spreads have widened significantly from the lows in April 2025 only to retrace a bit since 
January. Currently at -41.4bps, it can easily retrace to the 38.2% Fibonacci levels (April low to January 
high) that would at -45 bps. If the situation worsens, the 50% Fibonacci level is at -48.8 bps. The IEEPA 
tariff ruling by the Supreme Court should also weigh in on spreads. Separately, implied vol 
remains at multi-year lows and it is likely that higher VIX would also take rates vol higher.  
 
 

Figure 3: Geopolitical risk index (7dma) Figure 4: 10y sofr swap spreads (bps) 

  
Note: Caldara & Iacoviello geopolitical risk Source: Federal 

Reserve, Bloomberg, SMBC Nikko 
Source: Bloomberg, SMBC Nikko 
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Weekly economic indicator calendar  

 

Quarterly GDP and Rates Forecasts 

 

   Source: SMBC Nikko 

 

 

 

 

 

 

             (%)  Q3 Act Q4 Act Q1F Q2F Q3F Q4F

Real GDP QoQar 4.3 3.0 (f) 2.4 1.5 2.6 2.2

Real GDP YoY 2.3 2.6 (f) 3.4 2.8 2.4 2.2

Core PCE YoY 2.9 2.7 (f) 2.4 2.4 2.2 2.3

Unemployment 4.3 4.4 4.3 4.4 4.4 4.5

Fed Funds Rate Upper Bound 4.25 3.75 3.75 3.75 3.50 3.50

2 Year 3.61 3.47 3.50 3.40 3.40 3.40

5 Year 3.74 3.73 3.60 3.50 3.50 3.50

10 Year 4.15 4.17 4.15 4.30 4.30 4.30

30 Year 4.73 4.84 4.75 4.75 4.80 4.85

2025 2026
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Disclaimers 

This document has been prepared by SMBC Group (including, collectively or individually, Sumitomo Mitsui Banking 
Corporation (“SMBC”), SMBC Nikko Securities America, Inc., SMBC Nikko Securities Canada, Ltd., SMBC Capital Markets, 
Inc., SMBC Leasing and Finance, Inc., and JRI America, Inc.) and is being furnished by SMBC Group solely for use by the 
client(s) or potential client(s) to whom such materials are directly addressed and delivered. SMBC Nikko Securities America, 
Inc. (“SMBC Nikko America”) is a U.S.-registered broker-dealer. SMBC Nikko Securities Canada, Ltd. (“SMBC Nikko 
Canada”) is a U.S. and Canadian registered broker-dealer. SMBC Capital Markets, Inc. (“SMBC Capital Markets”) is a U.S. 
swap dealer registered with the Commodity Futures Trading Commission (“CFTC”). SMBC Group deal team members may 
be employees of any of the foregoing entities. In the U.S., capital markets and other investment banking activities for SMBC 
Group are performed by a combination of SMBC Nikko America, SMBC Nikko Canada, and SMBC Capital Markets. Derivative 
activities may be performed by SMBC Capital Markets or SMBC. Lending and other commercial banking activities are 
performed by SMBC and its banking affiliates. SMBC operates in the U.S. through state-licensed branches, and 
representative offices, and does not accept deposits from the general public. SMBC is not a member of the Federal Deposit 
Insurance Corporation (“FDIC”) and is not an FDIC-insured institution. Deposits placed with SMBC are not insured by the 
FDIC. FDIC deposit insurance coverage only protects against the failure of an FDIC-insured depository institution. Non-
deposit products are not insured by the FDIC; are not deposits; and may lose value, subject to certain limited exceptions.  
 
This document is for informational purposes only and is not intended to be advice, a recommendation, an offer to sell or the 
solicitation of an offer to buy any securities, enter into any transaction or adopt any hedging, trading or investment strategy, 
or any commitment to underwrite, subscribe for or place any securities, is not an offer or commitment to provide any financing 
or extension of credit or service, and does not contain any tax, accounting, or legal advice. Any transactions or strategies 
discussed herein do not take into account the particular investment objectives, financial situations, or needs of any client, and 
may not be suitable for all parties. This document is not a research report, and neither this document nor its author(s) is 
subject to SMBC Group policies and procedures that apply to the globally branded research reports and research analysts of 
SMBC Group and its affiliates or to legal requirements designed to promote the independence of investment research. This 
document has been prepared for and is directed exclusively at Qualified Institutional Buyers, sophisticated institutional 
investors, and other market professionals.  It is not intended for distribution to or use by retail customers.  
 
SMBC Group makes no representations to, and does not warrant, this document’s accuracy or completeness. In preparing 
this document, SMBC Group has relied on information available from third parties, including public sources, and we have 
assumed, without independent verification, the accuracy and completeness of such information. Any specific prices, indices 
or measures, including ranges, listed in this document were determined at or around the time the document was prepared 
and are subject to change without notice. SMBC Group expressly disclaims any liability for any results in connection with use 
of the information set forth herein, including, without limitation, any use of the information in the preparation of financial 
statements or accounting material. SMBC Group does not provide tax, accounting, or legal advice. Accordingly, any 
discussion of tax matters contained herein (including any attachments) is not intended or written to be used in connection 
with the promotion, marketing or recommendation by anyone for the purpose of avoiding any tax-related penalties. Prior to 
participating in any transaction or strategy, you should consult your own independent legal, tax, accounting and other 
professional advisors.  
 
This document may contain forward-looking statements, which may include projections, forecasts, income estimates, yield or 
return, future performance targets, or similar analysis. Any such forward-looking statements, prices, indices, or measures are 
based upon certain assumptions. All forward-looking statements are based on the information available at the time the 
document was prepared and SMBC Group is not obligated to provide an update. Any opinions, projections, price/yield 
information or estimates are subject to change without notice. Actual events may differ from those assumptions or available 
information. There can be no assurance that any estimated returns or projections will be realized, that forward-looking 
statements will materialize, or that actual results will not be materially different from those presented herein. Past performance 
should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or 
implied, is made regarding future performance. The value, price, or income from transactions or strategies may fall as well as 
rise. SMBC Group or an affiliate may have a position in any of the underlying instruments, assets, indices or rates mentioned 
in this document, at any time.  
 
This document is confidential and is the property of SMBC Group, subject to copyright. Any reproduction of this document, in 
whole or in part, is prohibited, and you may not release this document to any person, except to your advisors and other 
professionals to assist you in evaluating the document, provided that they are obligated, by law or agreement, to keep the 
document confidential.  
 
©2026 SMBC Group. SMBC CONNECT is a trademark of Sumitomo Mitsui Banking Corporation. All rights reserved. 

. 



SMBC US Rates Strategy Weekly  
 

 

6 

 

. 

 

 


