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What if a U.S. jobs report came out and nobody cared? Yes, this is the bizarro

investment universe we are now confronted with. A number that would normally have been

considered unfriendly to the bond market ultimately didn’t matter.

The February jobs report was rock-solid, but alas, the collective market viewpoint is

that it represents ‘old news’. This point is fair, and I don’t disagree, but wouldn’t

you want to have the US economy on a solid footing heading into this COVID-19 situation

rather than the alternative?

Total nonfarm payrolls rose by 273,000 last month, almost a full 100,000 above

consensus. Thus far in 2020, payrolls have produced identical gains of 273,000 in

January and February, one of the strongest two-month performances over the last five

years. The unemployment rate dropped 0.1 percentage points to 3.5%, the 13th consecutive

reading below 4%. Does anyone care about wages? Just in case, average hourly earnings

posted a year-over-year reading of 3.0%.

How low can the UST 10-year yield go? As I’ve said over the last few weeks, if the stock

market continues to crater, there are no boundaries. You could make the case that a

portion of the plunge in the UST 10-year yield reflects the potential impact of the

virus on the economy. But, remember, we are in uncharted waters where human emotions—

mostly fear—have completely taken over.

Here’s some perspective for the UST 10-year:

Since the COVID-19 news really began to hit the tape in early to mid-January here in

the U.S., the yield has fallen a total of 140 basis points (bps), as of this

writing.

Since the stock market began its freefall on February 21, the UST 10-year yield has

plunged by 100 bps. Nearly 75% of the decline has occurred in just the last two

weeks!

What about the Federal Reserve (Fed) you may ask? The 50-bps inter-meeting cut last week

underscored the Fed’s apparent need to be pre-emptive even if monetary policy has its

limits in this type of economic scenario. Could they go again at the next FOMC meeting

on March 18th? Given their rationale for the most recent rate cut, all options seem to

be on the table. Is the Fed running out of bullets? Despite what the policymakers say to

the contrary, I feel the answer is…yes.

While another round of quantitative easing (QE) may be in the offing, what good is it

going to do when Treasury yields are already at these depressed levels? Perhaps the more

effective response would be to revisit the various facilities the Fed put in place

during the 2008 financial crisis to help the crucial funding markets operate in an

orderly fashion.

The turning point during the financial crisis was when the U.S. government came in with

their ‘bazooka’ from a fiscal policy perspective. While some ideas are being floated

around on the fiscal front, the fractured nature of Washington, D.C. may make a

meaningful stimulus response a challenging one, but hope can spring eternal.

Bottom line:  U.S. economic data will more than likely begin to show the negative
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effects of the COVID-19 developments with the March/April releases. Given where Treasury

yield levels are, at some point, the data will need to ”match” the dire expectations.

Our base case is still in the ”transitory” camp…be well!

Unless otherwise stated, data source is Bloomberg, as of March 9, 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 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

10- Year Treasury : a debt obligation of the U.S. government with an original maturity

of ten years.

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that is typically expressed annually as a percentage of the market or

face value.

Basis point : 1/100th of 1 percent.

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

United States.

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.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase

the money supply by buying government securities or other securities from the market.

Quantitative easing increases the money supply by flooding financial institutions with

capital, in an effort to promote increased lending and liquidity.

Treasury yield   : The return on investment, expressed as a percentage, on the debt

obligations of the U.S. government.
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