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Should U.S. Treasury (UST) yields be this low, given the current investment landscape?

It sure is an interesting question, don’t you think? That being said, whether or not you

feel the UST 10-Year yield should be trading at its current level of around 1.70%, the

old adage “Don’t fight the tape” comes to mind.

For those of you not familiar with that expression, it basically means, “Don’t go

against the current market trend.” Typically, it was a statement for the stock market

(ticker tape), hence the “tape” reference. However, we bond guys can use it too.

Without a doubt, 2019 has been the year of declining Treasury yields. Since reaching its

high-water mark of 3.24% on November 8 of last year, the UST 10-Year yield fell at one

point in early September to 1.46%—a remarkable drop of almost 180 basis points (bps).

Since that time, the yield has drifted up a bit to the aforementioned level of around

1.70%, still a not-too-shabby decline of almost 155 bps.

I think we all know what got us to where we are as we approach year-end: recessionary

fears, low inflation, negative yields abroad, trade uncertainty, just to name a few, and

of course the Federal Reserve (Fed) doing a complete 180 from its 2018 rate-hike path,

actually cutting Fed Funds by a total of 75 bps since the end of July.

Okay, so ask yourself the question, “Are the underpinnings for the Treasury rally still

in place?” Let’s take one underpinning at a time. Thus far, the U.S. economy has

moderated a bit from last year’s pace, but perhaps more importantly, it has also avoided

a recession. Recent GDP figures placed Q3 growth at +2.1%, and growth for the year at

+2.4%. Inflation does not appear to be problematic at this stage, and even though wage

growth has improved, it has not revealed any signs of imminent danger. Negative yields

continue to be posted in a host of developed sovereign debt markets, but in the case of

the 10-year German bund, its current level of -0.28% is more than 40 bps higher than the

all-time low of -0.71% that was registered a little more than three months ago. Trade

uncertainty maintains its wild-card status. As we’ve seen just this week, hopes of a

Phase-1 deal with China are tentative at best, and President Trump announced tariffs on

imported steel from Brazil and Argentina serve as a not-so-subtle reminder that trade

considerations continue to be a part of the upcoming investment landscape.

Conclusion

Let’s close it out with the Fed. It would appear the policy makers have finished their

mid-cycle adjustment to monetary policy, with the bar being raised for any potential

additional rate cuts (the bar is even higher for a rate hike). Against this backdrop, if

there are no surprises lurking out there, it would appear the UST 10-Year yield can

remain on the lower end of the scale, but perhaps the trading range could drift up by 25

bps.

Unless otherwise stated, data source is Bloomberg, as of December 3, 2019.

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.
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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. 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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