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Can you believe it? The first quarter of 2021 is now in the books, and it certainly

provided some headline-making material for the bond market. Specifically, I’m talking

about the rise in the U.S. Treasury (UST) 10-Year yield, of course—and really, who isn’t

talking about this development? Now the question becomes: Where is it headed next?

If you’ve been reading my blog posts, you probably know my thoughts on the matter. Let’s

recap… What could be some key driving forces behind an ascent to even higher ground?

Unprecedented fiscal stimulus, with potentially another huge package coming “down

the pike”

Unique monetary policy where the Federal Reserve (Fed) doesn’t raise rates until the

economy and inflation have actually surpassed targeted thresholds

Inflation expectations rising to a decade high in some cases

Market “indigestion” due to enormous increases in Treasury coupon auction sizes

Key technical support levels being breached

U.S. 10-Year Treasury Yield

The five factors I listed are just what logically comes to mind. However, another

interesting development has been appearing on my radar of late, and it involves actual

trading activity in the UST 10-Year. No, don’t worry, I’m not going to go down any

“rabbit holes” or get too far “down into the weeds,” but nevertheless, I think the

reader may find the trends I’ve been noticing indicative of how the 10-Year yield could

potentially move higher. 

Take a look at this graph of the UST 10-Year yield for Q1. Obviously, what first comes

to mind is the 80 basis points (bps) increase. But look a little closer, and you’ll see
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a pattern developing: Each time the yield moves noticeably higher, it then retraces back

by roughly 15 bps before making another new high watermark. The two most recent

instances are what caught my attention specifically. 

1. In late February, the yield broke through the 1.50% threshold, then fell back down

to 1.39% before rising to a “new” high threshold of 1.75% in mid-March.

2. After hitting this near-term peak a couple weeks ago, the yield then fell to 1.59%

before increasing yet again to 1.77%.

What Could Investors Expect Next

If this trend were to hold, the UST 10-Year yield would seemingly be poised to break

through the next Fibonacci five-year retracement level of 1.79%. And you know what could

come next…2.13%. Now, as this blog piece is trying to point out, a potential move above

the 2% threshold would not necessarily be a “one-way” street, as the illustrated

“seesaw” pattern would more than likely still be operative. However, continued investor

behavior of “selling into strength” could ultimately lead the 10-Year yield to continue

making “higher highs.”

 

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)

 

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

10- Year Treasury : a debt obligation of the U.S. government with an original maturity

of ten years.

Fiscal Stimulus : Using fiscal policy as a tool to provide economic growth.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

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

United States.

Inflation : Characterized by rising price levels.

Coupon  : The annual interest rate stated on a bond when it’s issued. The coupon is

typically paid semiannually. This is also referred to as the “coupon rate” or “coupon

percent rate.&rdquo.

Basis point : 1/100th of 1 percent.

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.
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