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With the NCAA basketball tournament in full swing, one couldn’t help thinking the last

month of trading activity in the U.S. Treasury (UST) market resembled its own version of

March Madness. Indeed, there have been a variety of twists and turns in the headlines

that helped create this environment, with the results heading into the end of the

quarter perhaps not quite what was expected a few weeks ago.

 

Without a doubt, developments in the nation’s capital have taken center stage, from both

a monetary policy and a political perspective. While the period from late February to

mid-March was dominated by the Federal Reserve (Fed), the second half of March has seen

the health care debate dominating the news. Some market participants have inquired as to

why the House vote on the Affordable Care Act would impact the Treasury market. In the

minds of the investor at large, this vote was being viewed as a litmus test for both the

executive and the legislative branch, both led by Republicans. In other words, failure

for the House to pass its own health care bill (despite heavy involvement from the Trump

administration) would be viewed as a noteworthy failure and perhaps represent a

harbinger of future difficulties for the president’s ambitious fiscal policy agenda. Put

simply, the expected action for tax reform may (a) be pushed out even further this year,

and (b) face its own hurdles for agreement and ultimate passage. Thus, the much

ballyhooed “Trump Reflation Trade” may not come to fruition in 2017.
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Let’s work backwards and take a look at the March FOMC meeting. Certainly, the changing

perceptions for this convocation played an integral role in the rising trajectory of the

UST 10-year yield heading into ‘decision day’ on March 15th. To be sure, the 10-year

yield went from a low of 2.31% on February 24th to a peak reading of 2.63% the day

before the meeting, as market expectations went from about a one-third chance of a rate 

hike to essentially 100% as the policymakers were convening. 

 

A funny thing then happened post-FOMC meeting, the UST 10-year yield fell by more than

10 basis points (bps). While the voting members did deliver another ¼ point increase in

their fed funds target range, the Fed’s future rate outlook did not signal any

additional hawkish tilt. So, even though the timing of the first rate hike in 2017 had

been seemingly pushed up three months (March vs. June), the markets ‘worst’ fears were

not realized. That brings us to where the UST 10-year yield market stood as of this

writing, 2.40%, or almost 25bp below the aforementioned peak level, a situation that one

would not have necessarily envisioned prior to this latest Fed tightening move.

 

Conclusion

 

The enclosed graph provides a clear illustration of how UST 10-Year trading activity

looked during the last month. What should investors take away from this movement? Since

around mid-December, the yield level has hit or moved over the 2.60% threshold a handful

of times, and in each instance the UST rallied, with rates falling accordingly. From a

technical perspective, using Fibonacci support/resistance analysis, the 2.64% reading

represents a 76.4% retracement from the all-time low registered on July 8 of last year

and appears to be at a level where buyers come back into the market, at least for now.

Against this backdrop, barring any unforeseen circumstances, the near-term trading range

for the UST 10-Year appears to have gravitated towards a 2.25%–2.65% band. But stay

tuned—the year is only one-quarter over.

 

Unless otherwise noted, all data is Bloomberg, as of 3/24/2017.
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Important Risks Related to this Article

Fixed income investments are subject to interest rate risk; their value will normally

decline as interest rates rise. In addition, when interest rates fall, income may

decline. Fixed income investments are also subject to credit risk, the risk that the

issuer of a bond will fail to pay interest and principal in a timely manner or that

negative perceptions of the issuer’s ability to make such payments will cause the price

of that bond to decline.

 

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

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.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Fiscal Policy   : Government spending policies that influence macroeconomic conditions.

These policies affect tax rates, interest rates and government spending, in an effort to

control the economy.

Federal Open Market Committee (FOMC) : The branch of the Federal Reserve Board that

determines the direction of monetary policy.

10-year government bond yield : Yields on the 10 year government debt security.

Rate Hike   : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

Basis point : 1/100th of 1 percent.

Federal Funds Rate    : The rate that banks that are members of the Federal Reserve

system charge on overnight loans to one another. The Federal Open Market Committee sets

this rate. Also referred to as the “policy rate” of the U.S. Federal Reserve.

Fed fund futures : A financial instrument that let's market participants determine the

future value of the Federal Funds Rate.

Hawkish  : Description used when worries about inflation are the primary concerns in

setting monetary policy decisions.

Tighten : a decline in the amount of compensation bond holders require to lend to risky

borrowers. When spreads tighten, the market is implying that borrowers pose less risk to

lenders.

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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