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It’s a mess.

 

The entire German yield curve is negative. The U.S. 3-Month Treasury yield is at 2%,

while the 10-Year yield currently sits close to 1.65%. Excluding U.S. debt with 20 years

to maturity or more, U.S. short-term Treasuries now have the highest yield among all

developed-nation debt.

 

President Trump announced a surprise 10% tariff on China against the advice of most of

his advisors earlier this month. China then responded with a surprise devaluation of its

currency, letting the yuan-to-U.S.-dollar exchange rate cross the psychologically

significant level of 7. The U.S. Treasury department retaliated by attaching a toothless

“currency manipulator” label to China.

 

If this is not enough drama for financial markets, China has its hands full with pro-

democratic protests in Hong Kong almost daily, with many of them becoming increasingly

violent. Rumor has it that China is also getting ready to allow its gross domestic produ

ct growth number to slip under the psychologically significant level of 6%, not wanting

to take short-term measures to stimulate the economy.

 

Amid these heart-wrenching headlines, Liqian Ren and I had three guests join us on last

week’s episode of the “Behind the Markets” podcast to help us sort through the noise.

 

Professor Jeremy Siegel highlighted that it is not normal for rates to be inverted, but

short-term rates are the highest among all the other developed government yields at any 

duration. He recommended an immediate 50 basis point cut from the Federal Reserve (Fed)

because the economy is soft. He said the possibility of President Trump’s re-election in

2020 solely rests on economic performance over the next year and acknowledged that the

Fed will yield to pressure from the White House, which could lead the central bank’s

independence to suffer.

 

Our first guest, Marc Chandler, who writes a popular blog called “Marc to Market,”

cautioned against a dramatic move, saying that the Fed’s credibility and independence

could be called into question.

 

Chandler also mentioned that many index strategies hold negative-yielding government

bonds because they must follow an index benchmark. Capital gains could cushion part of

the negative yield if investors expect the yields to go even lower.

 

We were also joined by Alfred Muluan Wu, who was previously a journalist in mainland
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China. He studied and taught in Hong Kong and recently moved to Singapore as a professor

at the Lee Kuan Yew School of Public Policy at the National University of Singapore.

 

Professor Wu mentioned that the ongoing Hong Kong protests are more widespread than the

2014–2015 civil protests. Even after Hong Kong’s leader tabled the bill on the

extradition treaty that brought close to 10% of population to the street, the protests

continue to go on, as the democratic movement demands an independent commission.

 

Hong Kong has been both a window and door to China’s economic story over the past 40

years. The question now, however, is: Will it remain the political window and door to

China for the next 40 years? In 1997, when it was handed back to China with a 50-year

“one country, two systems” understanding between the United Kingdom and China, the

expectation was that China and Hong Kong would be similar by 2047. Now, 2047 suddenly

seems not too far away, and the economic and political frustrations in Hong Kong run

high.

 

If the U.S. and China continue to escalate economically, Hong Kong is likely to be

affected. How to politically manage a potential decline will be a top challenge for both

Hong Kong and China.

 

There are many more details packed into last week’s episode. Please listen to both

conversations below.

 

 

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

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.

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.

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

of ten years.

Devaluation  : deliberate downward adjustment to the value of a country’s currency,

relative to another currenc.

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

across an economy.

Duration : A measure of a bond’s sensitivity to changes in interest rates. The weighted

average accounts for the various durations of the bonds purchased as well as the

proportion of the total government bond portfolio that they make up.

Basis point : 1/100th of 1 percent.

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

United States.

Capital gains : Positive difference between the sale price of an asset and the original

purchase price.
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