
U.S. TREASURIES: JUST ANOTHERU.S. TREASURIES: JUST ANOTHER
ROLL OF THE DICE?ROLL OF THE DICE?
Kevin Flanagan — Head of Fixed Income Strategy

06/07/2017

While the May jobs report was certainly softer than expected from a headline

perspective, I don’t think it will prevent the Federal Reserve (Fed) from raising the Fe

d Funds target range at its next policy meeting on June 14. The overall tenor of the May

employment data, while not living up to consensus forecasts in some respects, still

revealed a labor force setting that the Fed will no doubt view as skewing to the “tight”

side.

 

The headline-grabbing nonfarm payroll figure was the area of the release that most

visibly failed to live up to market expectations. Indeed, total payrolls rose by

+138,000, against a consensus forecast of +182,000. Also, the prior two months’ tallies

were revised downward by a combined -66,000. The question is whether this is a sign of

weakness or rather a symptom of where the unemployment level is. 

 

On that note, the unemployment rate actually fell by 0.1 percentage points, to 4.3%, the

lowest reading since 2001. Even though this latest drop was due to a decline of -429,000

in the civilian labor force, it’s still a historically low rate. Given this low level of

joblessness, it is probably unrealistic to expect sustained payroll gains of between

+180,000 and/or more than +200,000 at this point.

 

Inflation measures are certainly on the Fed’s radar as well. The year over year gain for

average hourly earnings held steady at +2.5%, staying in the recent range, but still

down from this year’s high of +2.8% in February. Once again, considering where the

jobless rate is at this point, it would seem reasonable to expect some pickup in wage

pressures in the months ahead if job growth holds in the area of at least +100,000 to

+150,000.

 

So, how does the Q2 economic setting look as we enter the final month of the quarter?

According to most economists, Q2 real GDP is expected to post a visible rebound from the

disappointing +1.2% mark of Q1. The Atlanta Fed’s GDPNow gauge (the hot new indicator

that markets are watching) has Q2 growth pegged at +4.0%. The aforementioned point is

key for the FOMC’s decision-making process at its June meeting and why I think another

hike is forthcoming. In other words, the disappointment of Q1 could very well prove to

be the “transitory” development the voting members thought it was. For the record, the

market is certainly expecting a rate hike next week. Fed Funds Futures implied

probability had a June rate hike at 90.6% before the jobs report, and after a knee-jerk

drop following the headline figures, it actually rose to 92.7% as of this writing. A

third 2017 rate hike is still not fully priced in, but that’s where the Fed’s balance

sheet normalization plan enters the conversation.

 

ConclusionConclusion
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The U.S. Treasury (UST) 10-Year note rallied in response to the jobs data, with the

yield falling to levels not seen since right after Election Day. From a technical

perspective, there are two key takeaways: the one-year Fibonacci retracement level to

watch for is 2.1346, while the five-year trend analysis has the level to watch at

2.1848. On the downside in terms of yield, both the one-year and five-year trend

analysis has the next level at essentially 1.98%. This is certainly a conversation that

market participants were not engaging in as recently as a few weeks ago, let alone to

begin 2017. 

 

Unless otherwise noted, data source is Bloomberg, as of 6/2/2017.Unless otherwise noted, data source is Bloomberg, as of 6/2/2017.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONSDEFINITIONS

Federal ReserveFederal Reserve  : The Federal Reserve System is the central banking system of the

United States.

Fed funds target rangeFed funds target range  : the interest rate band the Federal Open Market Committee

decides to implement for the federal funds rate.

InflationInflation  : Characterized by rising price levels.

Federal Open Market Committee (FOMC)Federal Open Market Committee (FOMC)  : The branch of the Federal Reserve Board that

determines the direction of monetary policy.

Fed fund futuresFed fund futures  : A financial instrument that let's market participants determine the

future value of the Federal Funds Rate.

Rate HikeRate Hike  : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

U.S. 10 Year Treasury NoteU.S. 10 Year Treasury Note  : A debt obligation issued by the United States government

that matures in 10 years.

Fibonacci retracementFibonacci retracement  : A technical analysis tool displaying percentage lines which

look at support and resistance levels, potentially signaling short-term price/yield

reversals. The concept of retracement suggests that after a period of market movement,

prices/yields can retrace a portion of their prior pattern before returning to their

original trend.

YieldYield  : The income return on an investment. Refers to the interest or dividends received

from a security that is typically expressed annually as a percentage of the market or

face value.
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