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Right now, floating rate notes are the highest-yielding Treasury security, at 2.19%.

 

The rally in the U.S. Treasury (UST) market has created a rather interesting investment

backdrop. As you already may have heard, with yields coming down across the maturity

spectrum, curves have either flattened or have become inverted, leaving investors with

some important decisions to make in their fixed income portfolios. Before I get into the

investment aspect of the process, let’s first take a look at how the Treasury’s maturity

lineup stands as of this writing.

 

U.S. Treasury Yields

 

The accompanying graph highlights the widely watched Treasury maturity spectrum, ranging

from the 3-Month bill on out to the 30-Year bond. And for good measure, I threw in the

10-Year Treasury Inflation-Protected Securities (TIPS) to go along with the floating rat

e note (FRN). This way, investors can get an up-close look for themselves at the various

yield disparities.

 

Without a doubt, some of the widest yield dispersion is occurring versus the 2- to 10-

Year part of the curve. The FRN yield is roughly 60–70 basis points (bps) above the

levels that exist for that sector. The spread versus the 3-Month bill is out over 20

bps, and even compared to the 30-Year bond, FRNs have more than a 10 bps advantage.

 

The most noteworthy differential exists versus TIPS. In this instance, the spread

ballooned out to more than 200 bps for both the 5- and 10-Year TIPS maturities. In fact,

the 10-Year TIPS yield is just barely over 0, at 0.03%.
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Conclusion

 

From an investment backdrop, I keep going back to the shape of the Treasury yield curve

and what investors are being compensated for. Given the flat/inverted nature of the

curve, in my opinion, investors are not being rewarded for taking on too much duration

risk. This is especially true in areas such as TIPS. While I know it may seem like a

stretch to think that rates are going to go up again at this juncture, investors may

want to consider the risks/rewards of their fixed income positioning. Treasury yields

tend to leave little, if any room, for surprises. UST FRNs are currently the highest-

yielding security in Treasury-land, with a duration of one week, providing investors

with both income potential in a historically low rate environment and also offering a

hedge against 'fixed' coupon securities, especially if the Fed is not as aggressive

cutting rates as the market currently anticipates. The WisdomTree Floating Rate Treasury

Fund (USFR) offers investors a means of investing in the UST FRN space.

 

Unless otherwise stated, data source is Bloomberg, as of August 22, 2019.

Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal.

Securities with floating rates can be less sensitive to interest rate changes than

securities with fixed interest rates, but may decline in value. The issuance of floating

rate notes by the U.S. Treasury is new and the amount of supply will be limited. Fixed

income securities will normally decline in value as interest rates rise. The value of an

investment in the Fund may change quickly and without warning in response to issuer or

counterparty defaults and changes in the credit ratings of the Fund’s portfolio

investments. Due to the investment strategy of this Fund, it may make higher capital

gain distributions than other ETFs. Please read the Fund’s prospectus for specific

details regarding the Fund’s risk profile.

For the top 10 holdings of USFR please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/fixed-income/usfr

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.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/~/link.aspx?_id=D6F20DDF9393431C85D41DB46E5F2798&_z=z
https://www.wisdomtree.com/investments/etfs/fixed-income/usfr
https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2019/08/26/what-is-the-highest-yielding-treasury-security


IMPORTANT INFORMATION

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

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

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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DEFINITIONS

Yield : 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.

Curve  : Refers to the yield curve. Positioning on the yield curve is important to

investors, especially during non-parallel shifts.

Flatten : to effect a zero positio.

Treasury Inflation-Protected Securities (TIPS)     : Bonds issued by the U.S.

government. TIPS provide protection against inflation. The principal of a TIPS increases

with inflation and decreases with deflation, as measured by the Consumer Price Index.

When a TIPS matures, you are paid the adjusted principal or original principal,

whichever is greater.

Floating Rate Treasury Note    : a debt instrument issued by the U.S. government whose

coupon payments are linked to the 13-week Treasury bill auction rate.

Basis point : 1/100th of 1 percent.

1-3 month U.S. Treasury Bill      : A short-term debt obligation backed by the U.S.

government with a maturity of less than 3 months.
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