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WHICH CAME FIRST—-THE CHICKEN OR
THE EGG?
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06/05/2019

A funny thing happened one day Tast week when I walked into the office. No, this is not
the setup for some joke; rather, I’m referring to what I heard regarding movement in the
stock and bond markets. Specifically, the narrative was that the decline 1in U.S.
equities resulted from the drop in the U.S. Treasury (UST) 10-Year yield. Because I’ve
been a “bond guy” for quite some time now, the rhetoric was fascinating to me and
brought to mind this age-old question: Which came first—the chicken or the egg?

In my experience, the bond market typically reacts to developments in the stock market,
not the other way around. Being a baby boomer (right at the tail end, mind you), I
thought: Am I missing something here? Could the paradigm have shifted? Thus, I decided
to do a 1little bit more investigating, and what I found was that, in my opinion, no, the
paradigm had not shifted. The recent decline in the UST 10-Year yield had its genesis in
the Tatest sell-off 1in the stock market, which began in early May and continued
throughout the month.
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Source: Bloomberyg, as of 6/01/19. Past performance is not indicative of future results. You cannot invest directly in an
index.

Take a Took at the graph. The UST 10-Year yield was essentially straddling the 2.50%
threshold in the opening days of May until the Dow Joes Industrial Average (DJIA) took a
nearly 475-point nosedive on May 7. This began the downward trend in which we find
ourselves now. Remember, that trend was in response to the breakdown in U.S./China trade
talks and the attendant escalation in “tariff talk.” Then round 2 hit as the DJIA
plunged 617 points on May 13, Teading the UST 10-Year to break through the 2.40% Tevel,
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ultimately falling down to 2.37%which, at that time, matched the 2019 low watermark set
back in March. Notice how stocks rebounded somewhat after this episode-and what did the
10-Year yield do? That’s right, it moved back up as a result.

Then round 3, or the 286-point drop in the Dow on May 23, which took the UST 10-Year
down to 2.32%, ultimately penetrating a key technical level soon thereafter. That brings
us to where we were as of this writing: a cumulative 1,600-point plunge in the Dow and a
nearly 40 basis point drop in the UST 10-Year yield to 2.12%.

conclusion

During May, there is no doubt the bond market received some softer-than-expected
economic data. However, the data stream overall was mixed (strong jobs), and did not
point toward a Tikely recession anytime soon. We all know that trades and tariffs are a
wild card right now, and the upcoming G20 summit in late June will be scrutinized for
any thawing in the U.S./China dispute (and throw Mexico into the mix as well). until the
fear and uncertainty quotients get dialed back and the stock market can stabilize
(hopefully, not a big “if”), the Treasury market will more than 1likely continue to take
its cue from the “risk-off” trade. That being said, don’t Tose sight of the upcoming
jobs report and Federal Reserve meeting later this month.

Unless otherwise stated, data source is Bloomberg as of June 1, 2019.

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.
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DEFINITIONS

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

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a slowing economy and higher unemploymen.

G20 : Group of 20 of the world’s Targest economies that meets regularly in order to

coordinate global economic policies.

Risk-on/risk-off : refers to changes 1in investment activity in response to perceived
risk. During periods when risk 1is perceived as low, investors tend to engage in higher-
risk investments. When risk is perceived as high, investors tend to gravitate toward
Tower-risk investments.

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



	WHICH CAME FIRST—THE CHICKEN OR THE EGG?

