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Last year we witnessed heightened uncertainty as the outcome of Brexit and trade wars

weighed heavily on investor sentiment and as a result historically safe-haven assets

experienced high demand. As we delve into the middle-half of the Q1 2020, we are faced

with a new overarching global concern around the personal and economic impact that the

Coronavirus may have this year and this has once again driven strong demand for

historically safe haven assets. This time the demand is so high that we are facing a

historic moment of new lows for the US 10-year Treasury with intra-day trading at 1.30%

on 27 February 2020, surpassing its previous record low set in the summer of 20161 . With

these levels being reached, one may consider looking to the difference in yield between

the 2-year and 10-year US Treasury for further insight into the old barometer of

economic health for the US economy. While this barometer was negative as recent as

August 2019, we note that it currently stands at positive 13 basis points spread as of

25 February 2020.

 

As we look for better understanding into this uncertainty, we note that one

Congressional Budget Office study originally published on 8 December 2015 prepared an

assessment of the possible macroeconomic impact that an avian flu pandemic could pose on

the US economy. This study may be able to provide some interesting insight into what

could happen if the current widespread virus becomes a global pandemic. As noted in the

study, “The assessment concludes that a pandemic involving a highly virulent flu strain

(such as the one that caused the pandemic in 1918) could produce a short-run impact on

the worldwide economy similar in depth and duration to that of an average post-war

recession in the United States.

 

Meanwhile in the current backdrop, the Dow Jones Industrial Average has been faced with

a strong pull back since the 21 February 2020 and the Chicago Board Options Exchange

Volatility Index, known as a reference for the stock market's expectation of volatility

based on S&P 500 index options, spiked to 27.85 on 25 February 2020 coming down, only

slightly, to 27.56 the following day. This may be the markets way of dealing with a

great deal of fear and uncertainty but we believe it will be important to continue to

keep a close eye on upcoming economic data to take a better view of the economic

standing of the global economy.

 

10-year US Treasury bond yield minus 2-year Treasury Bond yield
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Source: Bloomberg, WisdomTree, from 1 January 1977 to 25 February 2020.

You cannot invest directly in an index. Historical performance is not an

indication of future performance and any investments may go down in value. 

 

 

1 as referenced considering the USGG10YR Index

 

 

Related blogs

+ Did Deutsche Bank pass their initial test?

+ How do AT1 CoCos compare to other risk assets?

+ What is the highest yielding treasury security?

 

 

Related products

+ WisdomTree USD Floating Rate Treasury Bond UCITS ETF - USD

 

View the online version of this article here.
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Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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