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When investors look for forward guidance on global interest rate trends, the U.S. Treasu

ry (UST) market is typically viewed as the bellwether arena. While we certainly agree

with this premise, every once in a while, Treasury yields can take their cue from an

overseas sovereign debt, such as German bunds. Based on recent trends in the bund

market, I got to wondering, could the “tail wag the dog” in the months ahead?

While there haven’t been any fireworks thus far to begin the new year, both the UST and

bund markets have seen their respective 10-year yields move in a decidedly upward

trajectory since late summer. From their low watermarks, the UST and 10-year bund yields

have risen by about 35 basis points (bps) and 50 bps, respectively. No doubt, a shift in

sentiment has been behind the increases as some of the worst-case scenarios that were

being discounted five months or so ago (recession, escalating trade wars, etc.) have not

come to fruition.

UST 10-Year vs. 10-Year German Bund

Let’s get back to German bund yields. The 10-year bund recorded an all-time low of -

0.71% in early September, and in the opening days and weeks of January has made a move

toward zero. To provide perspective, just last week, this yield came in at -0.16%, the

closest to the zero threshold since May 2019. For the record, the 10-year bund yield

started straddling the zero threshold as early as March of last year.

While German and broader eurozone economic data still leave a lot to be desired, there

seems to be a growing sense that a bottom may have been reached. In addition, from a

technical perspective, the 10-year bund yield has broken through some noted Fibonacci re

tracement levels. In fact, the five-year analysis places the next level at -0.055%, and

if this reading is breached, the 50% retracement of +0.157% is next in line.

Although both U.S. and German 10-year yields have been on the this ascending trajectory,

the pace has been uneven. In fact, the spread between these two instruments has been on

a steady narrowing trend for over a year now. After registering the high point of +280

bps on November 6, 2018, the yield differential declined last week to +198 bps, the
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first sub-200 reading in almost two years. Why might this be important? Well, if you

subscribe to the theory that negative yields abroad have been helping to keep UST yields

down, then wouldn’t the opposite be true as well?

Conclusion

If German 10-year bund yields do go into positive territory, one factor that may have

been suppressing the UST 10-year yield will have been removed. Certainly, a lot of

factors go into the overall equation when determining the outlook for Treasury rates,

but keeping an eye on the German bund market seems like a good idea over the next few

weeks or months.

Unless otherwise stated, data source is Bloomberg, as of January 17, 2020.

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

Interest rates : The rate at which interest is paid by a borrower for the use of money.

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.

Treasury yield   : The return on investment, expressed as a percentage, on the debt

obligations of the U.S. government.

German bunds   : A debt security issued by Germany’s federal government, which is the

German equivalent of a U.S. Treasury bond.

Basis point : 1/100th of 1 percent.

Eurozone (EZ)   : Consists of the following 18 countries that have adopted the euro as

their currency: Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece,

Ireland, Italy, Latvia, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia

and Spain (source: European Central Bank, 2014).

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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