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Halloween season is now upon us and if you look at recent price action within the U.S. Treasury (UST) market, it looks as
if the spooks have started already. Indeed, the recent surge in the UST 10-Year yield to 4.80% caught many observers by
surprise and has led to some commentary in which it appears as if investors are freaking out just a little bit. Well, I’m here
to try and allay some of those heightened anxieties and get to the root cause of why the 10-Year yield is at its highest
level in 16 years—but doesn’t necessarily mean we are in a scary place for the bond market.

U.S. Treasury 10-Year Yield

I’ve discussed even before this latest increase in Treasury yields that what investors are witnessing is really more of a
normal scenario for the U.S. bond market. To be sure, the period between the global financial crisis and the end of the
Covid pandemic was not truly representative of where the UST 10-Year yield should reside. Factors such as the Federal R
eserve’s zero interest rate policy, quantitative ease (QE) and negative rates abroad all helped to create a rate
environment that was abnormal, in my opinion. So, what we are seeing now is what happens when the pendulum
ultimately shifts back.

Really, the root cause of this most recent uptick in the 10-Year yield begins with the fundamentals. Yes, inflation has
cooled off, but guess what—the U.S. economy has not. That’s right, the recession that everyone was expecting to have
reared its ugly ahead by now is actually an above 2.0% real GDP setting. In fact, the Atlanta Fed GDPNOW gauge is
looking for Q3 growth to come in at 4.9%!

Behind this surprising performance has been a continued solid labor market landscape, which was just underscored by
the September jobs report. To provide perspective, total nonfarm payrolls rose by a much stronger-than-expected
336,000, essentially double consensus forecasts. Meanwhile, the unemployment rate remained at an historically low
3.8%. Looking ahead, weekly jobless claims (a leading economic indicator) also remained historically low, suggesting a
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visible weakening in the labor markets doesn’t seem to be imminent.

Obviously, a more restrictive Fed policy than expected (plus ongoing quantitative tightening) has combined with the
resilient economy to give the bond market a one-two punch. But what else is the Treasury market looking at? Certainly,
burgeoning U.S. budget deficits have been gaining a lot of attention. I blogged on this very topic and opined how this fa
ctor is not necessarily a primary driver for rate action, but that it can be a secondary force. In fact, one has to wonder if
investors are finally waking up to the premise of baseline trillion-dollar deficits for the foreseeable future and what that
means for the supply of Treasury securities that will be needed to fund these enormous shortfalls.

Finally, what about those foreign sovereign debt yields? Government bond yields throughout Europe are now no longer
at or below zero, where countries such as the U.K. and Germany are witnessing their own 10-Year rates of over 4.50% and
nearly 3%, respectively. Now, you can even add Japan to the mix, with the 10-Year JGB yield at 0.80%. In other words,
the UST 10-Year is not the only game in town anymore.

Conclusion

Back to my intro about bonds not being scary. The rise in U.S. bond yields is arguably a positive development from an
investor’s perspective because it returns fixed income to its more traditional role in the asset allocation process. And, if
you’re still uneasy, then I suggest utilizing the time-tested barbell strategy for your bond portfolio.

 

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.

View the online version of this article here.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/~/link.aspx?_id=ECB0DFDBE85F460DB5361BAF46189508&_z=z
https://www.wisdomtree.com/investments/performance
https://www.wisdomtree.com/investments/blog/2023/10/11/do-you-want-to-see-something-really-scary


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.

Bond market  : The bond market—often called the debt market, fixed-income market, or credit market—is the collective
name given to all trades and issues of debt securities. Governments typically issue bonds in order to raise capital to pay
down debts or fund infrastructural improvements.

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

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.

Gross domestic product (GDP)  : The sum total of all goods and services produced across an economy.
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