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Well, it finally happened: the U.S. Treasury (UST) 10-Year yield reached a new all-time

low. Indeed, in the aftermath of the Brexit vote, the 10-Year note had, at various

times, reached new lows on an intraday basis but tended to reverse course by the close

of the U.S. trading session and finish the day just shy of a new record. However, that

flirtation has finally come to an end, and we now have a new hallmark of 1.36% in the

books, putting the 10-Year in uncharted waters. Certainly, the natural question to ask

is: How did we get here? We’ve discussed the initial safe-haven demand resulting from

the Brexit vote, but there is definitely more to the equation than that. It would appear

the primary factor pushing the 10-Year yield to record lows is the investment backdrop

of the developed world’s sovereign debt market overseas. The “negative and sub-1%” club

for 10-year maturities continues to grow. To provide perspective, as of this writing,

the Swiss and German 10-year yields are at -0.69% and -0.19%, respectively, while in

France and the Netherlands, the levels are barely above zero. Peripheral eurozone

countries have also participated in this global rally, with Italy and Spain each

registering rates below the 1.20% threshold. Closer to home in North America, the

Canadian 10-year is posting 0.96%. Up until recently, we characterized activity in the

UST market as being a “push/pull” dynamic, which was keeping the 10-Year yield in the

range witnessed over the last 12 to 18 months. In other words, a “best house in a bad

neighborhood” domestic economy was juxtaposed against the aforementioned favorable rate

differentials. Thus, it would have been reasonable to expect Treasuries to experience

some back-up in yield from their post-Brexit lows if an economic report, such as the

monthly jobs data, came in noticeably better than expected. After exhibiting such

behavior in a knee-jerk reaction to the much higher-than-anticipated June payroll

number, up 287,0001, the UST 10-Year yield quickly reversed course. Interestingly, it was

not necessarily due to second thoughts about the veracity of the June employment report;

rather, it seems as if we are at a point where any increase in UST yields will be met

with a voracious global appetite.   Conclusion So, where does that leave us? Without a

doubt, the global rate backdrop appears to be the driving force in the aforementioned

push/pull dynamic. In fact, it would probably take a visible economic surprise to the

upside and/or an increase in inflation expectations to shift the focus away from the

“search for yield” emphasis. Up until such a development occurs and investors become

convinced it is not a temporary development, investors should get used to the new

landscape where the UST 10-Year yield stays in a new and lower trading range and 2%

could prove to be the top. Given that we are in those uncharted waters, the lower end of

the band may yet to be determined.   Unless otherwise noted, data source is    

Bloomberg, as of 7/8/2016.         1Source:Bureau of Labor Statistics, 7/8/2016.

Important Risks Related to this Article

Foreign investing involves special risks, such as risk of loss from currency fluctuation

or political or economic uncertainty. 

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

Brexit  : an abbreviation of “British exit” that mirrors the term Grexit. It refers to

the possibility that Britain will withdraw from the European Unio.

Safe-haven  : Characterized by being a potentially desirable focal point of investment

flows during periods of increased volatility and market risk. Safe-haven is not

synonymous with risk-free.

German 10-year bund    : a debt instrument issued by the German government with an

original maturity of 10 years.

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).

Inflation : Characterized by rising price levels.
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