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The rally 1in the US Treasury market has created a rather finteresting investment
backdrop. As you may have already heard, with yields coming down across the maturity
spectrum, curves have either flattened, or have become inverted, leaving investors with
some important decisions to make in their fixed income portfolios. Before I get into the
investment aspect of the process, let’s first take a look at how the Treasury’s maturity
Tineup stands as of this writing.

Figure 1: US Treasury Yields
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Source: Bloomberg as of 19 September 2019.

Historical performance is not an indication of future performance and any
investments may go down in value.

The accompanying graph highlights the widely watched Treasury maturity spectrum, ranging
from the 3-month bill on out to the 30-year bond. And for good measure, I threw in the
10-year TIP to go along with the floating rate note (FRN). This way investors can get an
up-close look for themselves at the various yield disparities.

without a doubt, some of the widest yield dispersion is occurring versus the two to ten-
year part of the curve. The FRN yield is roughly 40 - 50 basis points (bp) above the
levels that exist for that sector. The spread versus the 3-month bill 1is out over 20bp,
and even compared to the 30-year bond, FRNs yield only 6bp Tless than this Tonger-dated
maturity.
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The most noteworthy differential exists versus Treasury Inflation-Protected Securities
(TIPS). In this instance, the spread ballooned out about 200bp for both the five and ten
year TIPS maturities. In fact, these TIPS yields were not too far above zero.

From an investment backdrop, I keep going back to the shape of the Treasury yield curve,
and what are 1investors being compensated for. Given the flat/inverted nature of the
curve, in my opinion, 1investors are not being rewarded for taking on too much duration
risk. This 1is especially true in areas such as TIPs. While I know it may seem Tlike a
‘stretch’ to think rates are going to go up again at this juncture, investors should
still consider the risk/rewards of their fixed income positioning. Treasury yields Teave
Tittle room for surprises. At present, excluding the long bond, United States Treasury
FRNs are the highest yielding security in Treasury-land, with a duration of one week,
providing investors with both income potential in a historically low rate environment,
and also offering a hedge against ‘fixed’ coupon securities, especially if the Federal
Reserve 1is not as aggressive cutting rates as the market currently anticipates.

Related blogs

+ Don't fixate on your short duration

+ The rise of floating rate notes

Related products

+ WisdomTree USD Floating Rate Treasury Bond UCITS ETF - USD (USFR

View the online version of this article here.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts 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 1is 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 1laws 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 Tlegal 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 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
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 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
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 Toss arising from any use of this document or its contents.
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