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Yes, it’s time for your final in “Curve”ology 101. While you probably thought all exams were over, alas, your finance
professor said, “Not so fast.”

 

The U.S. Treasury (UST) yield curve has received a great deal of attention ever since the first inverted construct appeared
late last year. Indeed, this negative spread relationship between the 2-Year and 5-Year notes was heralded as a potential
sign that there was not only a visible slowdown in the economy was looming but perhaps an outright recession on the
horizon. I certainly have a great deal of respect for history, and history has taught us that in the past, more often than not,
an inversion between these two Treasury maturities was a harbinger for an economic downturn.

 

U.S. Treasury 3-Mo/10-Yr Spread

 

The decibel level surrounding potential economic weakness only got louder when the UST 3-Month/10-Year curve fell
into negative territory back in March. In fact, this inverted construct represented the first negative spread relationship
between the two maturities since 2007, and we all know what happened after that…a financial crisis and the Great
Recession. While a repeat of that infamous period in economic and financial history was not being projected, the
“growth doomsayers” were ratcheting up their rhetoric.

 

Once again, make no mistake…if we don’t learn from history, we are doomed to repeat it. But sometimes cooler heads
do prevail. Let’s take a closer look at this UST 3-Month/10-Year inversion. Up until a brief negative print last week, this
spread was in the minus column for a total of only five days in March, with the peak inversion being almost -7 basis point
s (bps). Take a look at the graph above. This highlights the UST 3-Month/10-Year curve over the last 20 years. The
aforementioned prior period of inversion lasted roughly from July 2006 through May 2007 (10 months), with a peak
negative level of -62 bps. Before that, one has to go back to the seven months between July 2000 and January 2001,
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which registered a reading of -82 bps at its height.

 

Conclusion

 

What I’m trying to point out is that the current inverted status does not live up to prior historical events. Now, that’s not
to say developments couldn’t change, but as of this writing, I don’t believe the current UST 3-Month/10-Year curve is a
harbinger for a recession. One last point: the UST 2-Year/10-Year curve is still in positive territory.

 

Unless otherwise stated, data source is Bloomberg, as of 5/20/2019.

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.

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.

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Yield curve  : Graphical Depiction of interest rates on government bonds, with the current yield on the vertical axis and
the years to maturity on the horizontal axis.

Spread  : Typically refers to a difference between a measure of yield for one asset class and a measure of yield for either a
different subset of that asset class or a different asset class entirely.

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

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

Basis point  : 1/100th of 1 percent.
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