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Usually, when talking about the month of March, the old saying was whether it came and went as a lion or a lamb.
Unfortunately, with the recent banking turmoil, a whole new dynamic was at play in 2023, and with it, the U.S. Treasury (U
ST) market experienced some unusual trading activity. We recently blogged about the elevated volatility quotient in Trea
suries, but in this piece, I wanted to provide some perspective on what some key yields actually did during the month.

After looking at developments through the lens of a graph, all I could think about were the rollercoasters at Six Flags.
Specifically, this analysis is going to focus on revisiting our good old friends, the 2-, 5- and 10-Year notes. Without a
doubt, a choppy landscape was on display through January, but you got a sense that a trading range of some sort was
still operative.

U.S. Treasury Yields

Then, following the Fed’s February 1 FOMC meeting, what was a seesaw type of pattern for yields moved in a decidedly
upward trajectory, culminating with the recent peak readings following Chairman Powell’s hawkish semiannual monetary
policy testimony in early March. To provide some perspective, in the intermediate to longer-dated sectors of the UST
curve, the 5- and 10-Year yields rose by about 80 basis points (bps) and 65 bps, respectively, as economic/inflation data
surprises had investors reevaluate their rate outlooks.

However, it’s the front end of the curve where even more visible yield movements have occurred. Indeed, the UST 2-Year
yield surged by 70 bps in February and then tacked on another post-Powell increase of 25 bps (just under 100 bps in
total) to reach a peak of 5.07% on March 8, the first time eclipsing the “5%” threshold since 2007. This spike reflected the
possibility that the Fed could raise rates more than anticipated and was underscored by the implied probability for Fed F
unds reaching almost 5.70% for September.
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We all know what happened next, as the recent bout of banking turmoil turned the Treasury market upside down and
created the rollercoaster trading pattern I mentioned earlier. All of a sudden, daily movements in the 2-Year of 20, 30 or
40 bps in yield were being observed. Of course, the Fed outlook shifted dramatically as well, with multiple rate cuts now
being priced in beginning this summer. In fact, on March 24, the Fed Funds Rate was implied to come in at roughly
3.75% in January 2024, representing a 170-bp reversal from earlier in March. Needless to say, the UST 2-Year yield
followed suit and plunged to 3.55% on an intraday basis, an incredible decline of more than 150 bps in an instrument
that is typically viewed as being less volatile due to its shorter duration profile.

Conclusion

That was then; what about what lies ahead? Great question. One thing that does seem probable is that the volatility
quotient will remain elevated. However, if the headlines surrounding the banking turmoil simmer down, yield
movements will more than likely not be as extreme as we witnessed in March. Last week, I blogged about the Fed’s lendi
ng facilities, and the good news is that the total usage amount for the week ending March 30 dropped by -$11 billion.
Hopefully, the UST market can get back to focusing solely on the fundamentals, such as the upcoming jobs and inflation
reports, and of course, the ever-present “will they or won’t they” when it comes to the May FOMC meeting.

 

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.

Related Blogs

+ What a World, What a World

+ Fed Watch: Threading the Needle

+ The Fed’s Lending a Hand

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.

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.

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

Hawkish  : Description used when worries about inflation are the primary concerns in setting monetary policy decisions.

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.

Basis point  : 1/100th of 1 percent.

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

Federal Funds (Fed Funds)  : Excess reserves that commercial banks and other financial institutions deposit at regional
Federal Reserve banks

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.

Volatility  : A measure of the dispersion of actual returns around a particular average level.&nbsp.

Inflation  : Characterized by rising price levels.

Federal Open Market Committee (FOMC)  : The branch of the Federal Reserve Board that determines the direction of
monetary policy.
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