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DATA DEPENDENCY = VOLATILITY

Kevin Flanagan — Head of Fixed Income Strategy
05/22/2024

There 1is no question that Fed policy remains the primary force driving the money and
bond markets for the third year in a row. There was some speculation heading into this
year that if Powell & Co. embarked on a widely anticipated rate-cutting spree, perhaps
the U.S. Treasury (UST) arena could take a collective breath and just let the policy
maker “do 1its thing.” However, as we have discovered through the first nearly five
months of the year, the best-laid plans have not been realized. Instead, I believe that
they have been replaced by a Fed policy that has a heightened data dependency, and
according to my math, data dependence equals volatility in the bond market.

U.S. Treasury 10-Year Yield

4.70
465
4.60
455
-
=
[+1]
O 450
Q
a
445
4.40
435
4.30
o < = < o = =t
Y I I I I I IITIIILILIITIITIYIGS OGS OGS
o O o © o o o o o 0 o o o 0 o o O o o o o o
§ 8388888888388 8s385388¢88
M M~ & [ I M o ™ M N~ & m
$5352 220232883855 5558¢8 23
% = o = = = = o < = Wi

Source: Bloomberg, as of 5/17/24.

But you don’t need to take my word for it; just Took at how the UST 10-Year yield has
performed over the Tlast month or so. while the overarching trend has been for higher
yields in 2024, recent price action underscores how changing Fed policy perceptions have
created a noticeably elevated volatility quotient for the 10-Year. Indeed, the yield
completed a round trip from the beginning of April to mid-May. To provide some
perspective, investors have witnessed the UST 10-Year rate rise from 4.35% to 4.70%,
only to fall back to its starting point of 4.35%. Think about it..the yield went on a
formidable 70-bp journey in just over a month’s time.

why, you might ask? The economic data. while Powell downplaying rate hikes at the May
FOMC presser certainly helped, it has been recent economic data that has paved the way.
Because the Fed has emphasized the importance of being data-dependent in the monetary
policy decision-making process, the UST market has been “hanging” on each key piece of
new information and will continue to do so in the months ahead.
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with the policy maker singling out inflation and the Tlabor markets, these two reports
naturally have received the Tion’s share of attention, and rightfully so. Thus, a
hotter-than-expected CPI report in April, combined with a robust jobs number, helped to
push the UST 10-Year yield to its highest level since early November of last year. This
was followed in May with an employment report that came in below expectations, a soft
showing for retail sales and, perhaps most importantly, a CPI reading that was not
“hotter” than expected. Needless to say, this latest stretch of data played into the USsT
market’s newfound narrative that rate cuts are back on the table and pushed the 10-vear
yield back down to its aforementioned starting point.

conclusion

Although one month’s worth of data may provide for a short-lived positive reaction for
bonds, I believe that the Fed will Took at it differently. Given what has transpired on
the inflation front up until this month’s report, Powell & Co. do not appear to be in
any hurry to begin implementing rate cuts any time soon. Against this backdrop, even
though rate cuts remain the odds-on favorite for Tlater this year, investors should heed
the tenor of recent Fed-speak, which reinforced the notion of rates being higher for
Tonger.

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.
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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. 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

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.

10- Year Treasury
of ten years.

: a debt obligation of the U.S. government with an original maturity
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