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The financial markets seem to be at an inflection point in trying to determine where the

next visible move will be. Indeed, since this year’s peak risk-off day on Feb. 11, the

equity, credit and commodity markets have all experienced rather notable positive

movement, but one has to wonder whether this improvement was merely a reversal from

oversold conditions or a sign that a renewed forward trend has in fact begun. A key

factor as we move ahead will be the U.S. economy. Economic growth here in the States has

witnessed a definitive slowing over the last six months, highlighted by real gross

domestic product (GDP) growing only 0.5% in Q1. We wrote in our April 20 blog post “U.S.

Fixed Income: Skate to Where the Puck Is Going” how Q1 trends in recent years have

tended to come in on the soft side, only to reverse course in subsequent quarters. Will

the 2016 experience follow this trend? Perhaps; one of the more closely followed sets of

data to help discern the state of the overall economy is the Bureau of Labor Statistics’

monthly Employment Situation Report. The markets just received the April release last

week; the tenor of the data was somewhat mixed and unfortunately did not serve as much

of a beacon, or a key determinant from a June Federal Open Market Committee (FOMC)

outlook. To provide perspective, job creation slowed to 160,000 per month, but wages—as

measured by average hourly earnings—rose 0.2 percentage points to +2.5%, or at the high

end of the band that has existed for the last few years and returning to levels not seen

on a consistent basis since 2009. With the economy struggling to maintain the 2% growth

pattern that has been in existence since the end of the great recession, and the

unemployment rate at 5%, it is certainly up for discussion whether the pace of job

growth can continue to be sustained at the rate of +229,000 per month that we saw in

2015. The question now is where Treasury yields are going, especially the 10-Year note.

Since reaching a near-term peak of 1.98% on March 11, the U.S. Treasury (UST) 10-Year

yield dropped down to 1.70% in immediate response to the April jobs headlines, or back

down toward the bottom of the 1.65%–2.45% range that has been prevalent over the last 12

to 18 months.  Looking

at the UST 10-Year from a more technical perspective, we see that the yield has now gone

through the Fibonacci line of 1.7575% yet again (a 23.6% retracement from the low of
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1.53% that was hit on Feb. 11). As the accompanying graph reveals, this is not a new

development thus far in 2016 and has not necessarily led to a sustained downward move,

at least up to this point. In fact, in each instance over the last few months, this

breach has actually resulted in the 10-Year yield resuming an upward pattern, albeit in

a rather tight band, and failing to eclipse the 2.0135% threshold (the 50% retracement

level). Conclusion The future for the UST 10-Year yield will certainly depend on

whether growth here at home can snap back and will also take into consideration economic

activity abroad. Part of the recent move to the downside appears to have been more safe-

haven driven, as concerns about global growth remain. In addition, sovereign debt yields

continue to be favorable for Treasuries. In the nearer term, the more likely scenario

appears to be for the UST 10-Year yield to remain range-bound at the lower end of the

relatively narrow band investors have seen since mid February.

Important Risks Related to this Article

Fixed income investments are subject to interest rate risk; their value will normally

decline as interest rates rise. In addition, when interest rates fall, income may

decline. Fixed income investments are also subject to credit risk, the risk that the

issuer of a bond will fail to pay interest and principal in a timely manner or that

negative perceptions of the issuer’s ability to make such payments will cause the price

of that bond to decline.

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 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)
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 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

Credit : A contractual agreement in which a borrower receives something of value now and

agrees to repay the lender at some date in the future.

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.

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

determines the direction of monetary policy.

Treasury yield   : The return on investment, expressed as a percentage, on the debt

obligations of the U.S. government.

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

that matures in 10 years.

Fibonacci 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.

Safe-haven  : Characterized by being a potentially desirable focal point of investment

flows during periods of increased volatility and market risk. Safe-haven is not

synonymous with risk-free.

Sovereign Debt : Bonds issued by a national government in a foreign currency, in order

to finance the issuing country’s growth.
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