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Without a doubt, thus far the month of June has been a rather grand one for the U.S. Treasury (UST) market. Indeed, the
jobs report and last week’s FOMC meeting have provided fundamental fuel to an engine where safe-haven demand has
now taken center stage as investors await the result of tomorrow’s Brexit vote. The last time the UST 10-Year yield was
trading around recent levels was February 11 of this year. As is the case this time around as well, the same four key
factors have been at work pushing the yield to readings last seen in 2012: U.S./global growth concerns, repricing the
Federal Reserve (Fed) rate hike expectations, favorable developed world sovereign debt rate differentials and flight to
quality. The economic growth and Fed aspects have been discussed quite a bit already (a roughly one-third implied
probability of just one increase by year-end according to Federal Funds futures), so we are going to turn our attention to
the remaining two factors, which are interrelated to some extent. The sovereign rate differential continues to remain a
powerful force in the UST market, specifically focusing on the 10-year maturity. Last week the 10-year German bund
dropped below zero, at one point falling to -0.2%, joining Japan and Switzerland in the rather inauspicious negative rate
club. Needless to say, this disparity works in favor of Treasuries, as the only countries in the eurozone with higher yields
than the UST 10-Year are Portugal and Greece. As polls regarding the Brexit vote shifted from “no” (not leaving the
European Union) to “yes” (leaving the European Union), the uncertainty quotient was dialed up significantly. This led to a
global flight-to-quality trade. Obviously, this safe-haven demand also worked in the UST market’s favor, but the German
bund market also benefitted, only adding to the rate differential advantage for Treasuries.   

 Given the yield level for the
UST 10-Year note and the time of year on the calendar, we couldn’t help but think back to four years ago, when a
different “exit” was influencing the financial markets: Grexit. As a refresher, during the June/July period of 2012, investors
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were faced with a great deal of uncertainty as well, as a key vote loomed in Greece centering on whether the nation
would vote “yes” to austerity measures that would lead to aid from creditors such as the EU, International Monetary
Fund (IMF) and the European Central Bank (ECB). A “no” vote ensued and was viewed as a potential referendum that
Greece could leave the eurozone, triggering a global flight-to-quality trade that ultimately pushed the UST 10-Year yield
down to its all-time low of 1.39% (on a closing basis). So here we are, four years later, with another key European-related
vote hanging in the balance, and with it, the potential for further safe-haven demand in the wake of a “yes” Brexit vote.
In fact, these heightened anxieties reached somewhat of a zenith last week when, looking at technicals, the UST 10-Year
yield broke briefly through the Fibonacci intraday low point of 1.5286% of Feb 11, down to 1.5159%.   Conclusion If
tomorrow’s Brexit vote results in a “yes,” and the UST 10-Year yield breaks to the downside, technical analysis suggests it
could ultimately put the aforementioned all-time low into play. However, this does not necessarily mean rates stay this
low, or even lower, in the longer term. In the summer of 2012, once the knee-jerk reaction of the Grexit vote was over,
the UST market actually rose more than 40 basis points (bps) in a little more than three weeks. There is no way to predict
what will occur this time around, but Treasuries have an awful lot of good news and safe-haven flows already priced in,
and oftentimes, once uncertainty such as the Brexit vote gets removed, the focus turns back toward the fundamentals.
Against this backdrop, a “no” Brexit vote could serve as a catalyst for the UST 10-Year yield to snap back to the upside,
placing it back within its prior range-bound status.     Unless otherwise noted, data source is Bloomberg.
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Fixed income investments are subject to interest rate risk; their value will normally decline as interest rates rise. In
addition, when interest rates fall, income may decline. Fixed income investments are also subject to credit risk, the risk
that the issuer of a bond will fail to pay interest and principal in a timely manner or that negative perceptions of the
issuer’s ability to make such payments will cause the price of that bond to decline.

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.

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

Safe-haven  : Characterized by being a potentially desirable focal point of investment flows during periods of increased
volatility and market risk. Safe-haven is not synonymous with risk-free.

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.

Rate Hike  : refers to an increase in the policy rate set by a central bank. In the U.S., this generally refers to the Federal
Funds Target Rate.

Sovereign Debt  : Bonds issued by a national government in a foreign currency, in order to finance the issuing country’s
growth.

Fed fund futures  : A financial instrument that let's market participants determine the future value of the Federal Funds
Rate.

Maturity  : The amount of time until a loan is repai.

German 10-year bund  : a debt instrument issued by the German government with an original maturity of 10 years.

Eurozone (EZ)  : Consists of the following 18 countries that have adopted the euro as their currency: Austria, Belgium,
Cyprus, Estonia, Finland, France, Germany, Greece, Ireland, Italy, Latvia, Luxembourg, Malta, the Netherlands, Portugal,
Slovakia, Slovenia and Spain (source: European Central Bank, 2014).

Brexit  : an abbreviation of “British exit” that mirrors the term Grexit. It refers to the possibility that Britain will withdraw
from the European Unio.

Grexit  : an abbreviation of “Greece exit” that mirrors the term Brexit. It refers to the possibility that Greece will
withdraw from the European Union.

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.

Basis point  : 1/100th of 1 percent.
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