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First off, Happy New Year to everyone! I’m looking forward to some insightful “fixed income blogging” in 2021 and
hope you are too!

Let’s get off to a fresh start and contemplate what the new year could hold for the U.S. Treasury (UST) 10-Year yield. In
my opinion, the 1% threshold is where the conversation should begin. In other words, to quote the late-1960s/early-
1970s band Three Dog Night (c’mon—they had tons of hits you all should know), will “one” be “the loneliest number”
that leads to something potentially even higher in yield?

U.S. 10-Year Treasury Yield

Interestingly, the graph of the UST 10-Year yield for the last six months of 2020 reveals an undeniable trend to the upside.
Indeed, after posting an all-time “closing low” of 0.51% in early August, the 10-Year yield has seesawed around a bit but
continues its flirtation toward the aforementioned 1% threshold. In November, it came so close at 0.98%, only to be
followed by a “run” up to 0.97% in early December. In fact, with the exception of one trading session, the 10-Year yield
never fell below 0.90% for the entire final month of 2020. 

OK, that was last year, what about this year, you ask? Typically, when analyzing Treasury yields and where they could be
headed, bond strategists such as myself focus on two key aspects: fundamental and technical analyses. Let’s take the
“fundamentals” first. This aspect concentrates on what we read in the headlines: namely, economic/inflation data, the Fe
deral Reserve (Fed), etc. You get the picture. After starting off Q4 with some momentum, the second COVID-19 wave
and the attendant adverse effects began to show through some of the economic numbers, but the data has come
nowhere close to the Q2 2020 negative experience, nor do we expect it to. 

Without a doubt, the challenges presented by this second wave cannot be dismissed from an economic perspective, but
we expect the support being provided by the Fed combined with the latest fiscal policy package should get the economy
through this rough patch and back to “growth mode” by Q2 2021 at the latest. Against this backdrop, I am watching
inflation expectations very closely, and guess what? They are on the rise, with the 10-year breakeven spread now at its
highest reading since late 2018. 

From a technical standpoint, my favorite Fibonacci analysis points toward the potential for a somewhat higher UST 10-
Year yield as well. To provide perspective, after breaking through a prior retracement level, the next two stops to the
upside would place the 10-Year somewhere between 1.10% and 1.30%. 

Conclusion
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Are the stars perfectly aligned for the UST 10-Year yield to move higher? I wouldn’t necessarily say “perfectly,” but the
combination of unprecedented monetary and fiscal support along with the vaccination rollout (even if it’s been uneven as
yet) does carry the potential for a return of the “reflation trade” and a move above that 1% threshold here in 2021,
perhaps sooner rather than later.

Unless otherwise stated, all data sourced is Bloomberg, as of January 4, 2021. 

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.

Treasury yield  : The return on investment, expressed as a percentage, on the debt obligations of the U.S. government.

Federal Reserve  : The Federal Reserve System is the central banking system of the United States.

Break-even inflation rate   : For a given bond maturity, for example five years, the interest rate on the five-year nominal
bond minus the interest rate on the five-year inflation adjusted bond; meant to approximate expected inflation over that
time frame, in this case five years.

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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