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Over the last month, the U.S. Treasury (UST) market have reached new all-time lows,

placing yield levels into what our July 13, 2016, blog post referred to as “Into

Uncharted Waters”. Since then, the UST 10-Year note has been navigating this newfound

territory, trying to establish a new trading range in the process. With two monthly jobs

reports now under its belt, the 10-Year yield has recently been exhibiting some signs

that perhaps a near-term band has been established. In the post-Brexit investment world,

fixed income investors have been wrestling with global growth concerns, both in the

present and in terms of what the future may entail. As for the U.S., the sparring match

has been between soft real sector data, such as GDP, and what is arguably the most

important set of statistics to bond investors, the monthly employment report. Let’s take

a quick look at this dichotomy. Thus far in 2016, according to the latest real GDP data,

the economy is growing at a paltry rate of only 1.0%, a visible slowing from 2014/2015,

when growth was averaging a 2.5% clip. Meanwhile, the last two jobs reports have

apparently laid to rest any concerns that may have arisen following the surprisingly

soft May figures. To provide some perspective, in May, nonfarm payrolls rose by only

24,000; but at 274,000, the average gain for the June/July period has far exceeded

expectations. The unemployment rate has remained at 4.9% despite a surge of 821,000 in

the civilian labor force, while average hourly earnings have stayed at the upper end of

the recent range, at 2.6%.   U.S. Treasury 10-Year Yield Technical Levels      
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 In a surprising

twist, the UST 10-Year yield hit its all-time closing low of 1.36% following the release

of the June employment data in early July. Typically, jobs data that beat consensus

forecasts (as was the case last month too) do not elicit a bond market rally.

Interestingly, since then, the 10-Year yield has been consistently moving higher. In

fact, the most recent UST 10-Year note auction may have offered a glimpse of investors’

lack of appetite, at least for now, as demand was measured at its lowest level since

March 2009. From a technical perspective, the 10-Year yield has breached the Fibonacci

line of 1.5674% a few times (a 23.6% retracement from the all-time low of 1.3180% that

was reached on July 6, 2016) but remains measurably below the next level of 1.7217%,

which would represent a 38.2% retracement from the aforementioned low. For the record, a

50% retracement would occur at the 1.8464% level.   Conclusion So, where does that

leave the UST 10-Year? Certainly, the 1.65%-2.45% trading range that had been in effect

from roughly fall 2014 through early June of this year has now been replaced and pushed

to the downside. From a near-term perspective, technical analysis would seem to point

toward a new operating band of 1.30% to 1.75%/1.85%. Given the uncharted waters thesis,

a negative geopolitical event or economic surprise (such as a U.S. recession) could

create a new all-time low in yield, while on the other side of the ledger, a breach of

the 50% retracement level would put 1.9711% in play.

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.
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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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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

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

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.

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

that matures in 10 years.

Brexit  : an abbreviation of “British exit” that mirrors the term Grexit. It refers to

the possibility that Britain will withdraw from the European Unio.

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

across an economy.

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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