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without much fanfare, an interesting development has occurred in the bond market in
October: the Treasury yield curve “un-inverted.” I can’t help but to think back to May
of this year when the U.S. Treasury (UST) 3-month/10-year note spread fell into negative
territory for the first time since 2007 and the news took center stage. Arguably, the
heightened news coverage was warranted, given the inverted yield curve’s prior history
of forewarning of potential recessions. This raises the question-does the wn-inverted
curve now flash the all-clear signal for the U.S. economy?

Technically, an un-inverted yield curve simply means the spread between the two
aforementioned Treasury securities has moved back into positive area. As of writing, the
UST 3mo/10yr spread was registering at +8 basis points (bps), and it has been in plus
territory now for the last week or so. This 1is in stark contrast to just a couple of
months ago, when this differential plunged to a lTow of -51 bps in late August.
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Source: Bloomberg, as of 10/18/19. Past performance is not indicative of future results.

So, what has happened within the Tast two months to create such a turnaround? This
steepening of the curve has been a function of the yields of both the 3-month t-bill and
the 10-year note moving 1in almost equal, but more -importantly, opposite directions.
Specifically, since the peak inversion was printed on August 27, the 3-month t-bill
yield has fallen about 30 bps, while the 10-year note has seen a roughly 30-bps increase
in its yield Tevel.

Let’s take the 10-year first. The yield increase here has been the result of improved
U.S.-China trade news as well as economic data that continues to suggest that the labor
market setting and consumer spending patterns are more than offsetting weaker readings
for manufacturing and investment. For the 3-month t-bill, the current yield reflects
that the market is pricing in an additional rate cut at next week’s FOMC meeting and the
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recent news that the Fed will be buying $60 billion 1in Treasury Bills to provide
sufficient reserves for the funding markets.

conclusion

Back to the question I posed earlier: is the U.S. economy out of harm’s way? Our base
case is for a slowdown in growth, not an outright contraction. The N.Y. Fed’s indicator
of a probable recession in the next 12 months stood at 34.8% as of September, a slight
decline from the prior month. This Tatest development from the yield curve will more
than Tikely reduce those odds a bit more for the oOctober reading if the un-inverted
status is maintained (the UST 3mo/10yr spread 1is the key leading indicator for this
series). I think a good rule of thumb going forward is a two-thirds chance of avoiding a
recession and a one-third chance for one occurring.

Unless otherwise stated, data source is Bloomberg, as of oOctober 18, 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)
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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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