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The coronavirus fears continue to impact the fixed income markets. Here’s our latest

update.

Looking at the U.S. Treasury (UST) market’s reaction to the coronavirus news, there was

one by-product we knew would capture the lion’s share of the headlines: THE YIELD CURVE

INVERTS AGAIN! Once the UST 3-month/10-year spread went negative about two weeks ago,

one almost knew there would be a 19th nervous breakdown of sorts. So, let’s take a deep

breath and examine this most recent bout into negativity. 

Treasury Yield CurveTreasury Yield Curve

Why did the Rolling Stones’ classic song come to mind? Easy, just remembering the

headlines that were screaming “a recession is inevitable” as recently as late

spring/early summer of last year, when this spread first went into inverted territory.

I’m a student of history, so there is no question I respected the inverted curve’s prior

predictive value. However, I also acknowledged back then that, due to a variety of

factors, this time could be different.

That was then, this is now! All the focus has been on the aforementioned 3-month/10-year

curve, but my preference lies with the UST 2-year/10-year curve. Let’s compare and

contrast (look at the graph!).

At one point, the UST 3-month/10-year narrowed by roughly 35 basis points (bps)

since the virus news broke, posting its first negative reading (-5 bps) on Jan 31—

it’s back in positive territory (+5 bps) as of this writing

The UST 2-year/10-year curve has been far more stable, declining a more modest 6 bps

during the same period, remaining just under +20 bps

ConclusionConclusion

As was the case during last year’s inverted episode, I don’t believe this development is
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a harbinger of a recession either. The negative 3-month/10-year spread this time around

is purely a reflection of the coronavirus safe-haven bid into Treasuries, with the 10-

year note being the beneficiary in this case. Interestingly, the 2s/10s differential

remains in positive territory, and as the graph clearly illustrates, there has been a

rather visible disconnect between these two curve relationships thus far in 2020.

Another factor not to be overlooked is the recent development in the High Yield (HY) and

Investment Grade (IG) corporate bond markets. After widening by 75 bps, HY spreads have

now retraced almost 60% of this increase, and in the case of IG corporates, the spread

was actually 1 bp below the pre-coronavirus level, as of this writing.

What does all of this mean? Whisper words of wisdom and let it be…

Unless otherwise stated, data source is Bloomberg, as of February 12, 2020.Unless otherwise stated, data source is Bloomberg, as of February 12, 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 INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

TreasuryTreasury  : 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.

Yield curveYield 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 Bill1-3 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 Treasury10- Year Treasury  : a debt obligation of the U.S. government with an original maturity

of ten years.

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

a slowing economy and higher unemploymen.

Basis pointBasis point  : 1/100th of 1 percent.

High YieldHigh Yield  : Sometimes referred to as “junk bonds,” these securities have a higher risk

of default than investment-grade securitie.

Investment gradeInvestment grade  : An investment grade is a rating that signifies a municipal or

corporate bond presents a relatively low risk of default.

Corporate BondsCorporate Bonds  : a debt security issued by a corporation.
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