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Last week, the big news was that the U.S. Treasury (UST) 3-month/10-year yield curve
became inverted for the first time since 2007. It 1is certainly a noteworthy development
in bond-land. As of this writing, the closely watched UST 2-year/10-year spread is still
on the positive side at 15 basis points.

Here are some quick insights:

o The effect of Tast week’s Federal Reserve (Fed) meeting is still resonating, with
any economic data being viewed through that prism accordingly.

e The catalyst for this latest inversion may have been the continued soft performances
of the eurozone Purchasing Managers' Indexes (PMIs), specifically those of the
manufacturing sector and Germany.

e The manufacturing PMIs for Germany, France and the eurozone are now all in
recession territory, with Germany’s at its lowest level since 2012.

e The 10-year German bund yield dropped into negative territory as a result of the
PMIS.

e This 1is important for the U.S. rate outlook because the Fed mentions global
growth as one of its primary concerns.

e U.S. economic data has been more mixed but does suggest a slowing in Ql growth.

e The U.S. PMI came in below consensus for March, but still safely above the “50”
threshold of contraction versus expansion.

e Existing home sales increased by 11.8% in February.

e The data on housing, an interest-rate sensitive sector of the economy, is
important because if the rise in U.S. rates 1is going to start having negative
repercussions, this is a logical place for it to start.

e At its meeting Tast week, the Fed Towered its 2019 gross domestic product (GDP)
forecast by only 0.2 pp and kept core PCE unchanged. Three months ago, a somewhat
similar scenario resulted in two rate hike projections, but now the result is none.
Following the December FOMC meeting, the Fed may be operating with an overabundance
of caution.

e The most important outcome of Tlast week’s Fed meeting may be that there was no
mention of, or forecast for, rate cuts. In contrast, fed funds futures have now
priced in one rate cut for this year.

e The UST 10-year yield broke through the five-year Fibonacci 61.8% retracement of
2.5178. The next level 1is 50% retracement at 2.2887.
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e I’'m not necessarily projecting this is where we go, but if upcoming U.S.
economic data comes in soft, the glide path is there.

e What about U.S. economy surprises to the upside? The UST market is not priced for
this scenario at all. In fact, the UST 10-year relative strength index 1is back 1in
“overbought” territory. It’s had a good track record.

conclusion

How might an investor position their fixed income portfolio in the current environment?
I think one should use the inverted yield curve to their advantage. with the WisdomTree
Floating Rate Treasury Fund (USFR), 1investors can capture an average yield to maturity
of 2.55%, as of this writing, with a duration of 0.02 years. Compare this to a UST 10-
year note yield of 2.44%. The Treasury floating rate note strategy offers an innovative,
strategic solution for the short-government allocation for fixed income.

Unless otherwise stated, all data is Bloomberg, 3/25/19.

Important Risks Related to this Article

There are risks associated with dnvesting, 1including possible Toss 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 1is new and the amount of supply will be Timited. Fixed
income securities will normally decline 1in 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 standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal

wWisdomTree BLOG ARTICLE

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 curve : Graphical Depiction of interest rates on government bonds, with the
current yield on the vertical axis and the years to maturity on the horizontal axis.

spread : Typically refers to a difference between a measure of yield for one asset class

and a measure of yield for either a different subset of that asset class or a different
asset class entirely.

Basis point : 1/100th of 1 percent.

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Personal Consumption Expenditure (PCE) Price Index : measure of price changes 1in

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

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

determines the direction of monetary policy.

Fed fund futures : A financial instrument that let's market participants determine the
future value of the Federal Funds Rate.

Fibonacci retracement : A technical analysis tool displaying percentage 1lines which
Took 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.

Yield To Maturity : Portfolio Yield to Maturity represents the weighted average yield
to maturity of a Fund’s 1investments 1in money market securities and fixed dincome
securities as a specified date. Yield to maturity is the rate of return generated on
these securities, assuming interest payments and capital gains or losses as if the
instrument is held to maturity. The weighted average yield is calculated based on the
market value of each security. The calculation does not 1incorporate yield from any
derivative instruments that are part of the Fund’s investments.
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