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Treasury yields, while
low in a domestic
historical context, remain
relatively high compared
with other major
international government
bond yields.
The fact that Treasury
yields remain attractive
relative to other
competing international
bond markets may
continue to help keep
Treasury rates low
going forward.
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International factors can help explain the relative resilience of longerterm bonds from mid-February to the start of March. Since Treasury yields
bottomed on February 11, 2016, the 2-year Treasury yield has increased by
0.15% compared with a more muted 0.09% rise in the 10-year Treasury yield.
The relative resilience of longer-term Treasury bonds continued again last week
(February 22 – 26, 2016), as short-term yields rose more than intermediate- and
long-term yields.*
U.S. Treasuries yield notably more compared to government bond yields of other
major developed countries [Figure 1]. Beauty is often in the eye of the beholder,
or in this case, the bondholder. The allure of U.S. Treasury bonds to international
bond investors remains strong and helps explain why intermediate- and longterm interest rates have proven more resilient.
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TREASURY YIELDS REMAIN HIGH AMONG GOVERNMENT BOND YIELDS OF
DEVELOPED COUNTRIES
G10 10-Year Government Bond Yields
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The allure of
U.S. Treasury bonds
to international
bond investors
remains strong.
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Source: LPL Research, Bloomberg 02/29/16

* As defined by change in 2-year Treasury yield versus change in 10- and 30-year Treasury yields, Bloomberg 2/29/16.
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THE YIELD DIFFERENTIAL BETWEEN U.S. AND GERMAN
BONDS REMAINS HISTORICALLY WIDE
Yield Advantage
10-Year Treasury Minus 10-Year German Bund Yield
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Source: LPL Research, Bloomberg 02/29/16
The performance data presented represents past performance and
is no guarantee of future results.
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IMPROVING U.S. ECONOMIC DATA HAVE HELPED WIDEN
GOVERNMENT YIELD SPREADS IN RECENT WEEKS
Citigroup Economic Surprise Index
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Source: LPL Research, Citigroup, Bloomberg 02/29/16
The performance data presented represents past performance and
is no guarantee of future results.
The Citigroup Economic Surprise Index is an objective and quantitative
measure of economic news. It is defined as weighted historical standard
deviations of data surprises (actual releases versus Bloomberg survey
median). A positive reading of the Economic Surprise Index suggests
that economic releases have on balance beaten consensus. The index is
calculated daily in a rolling three-month window.
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To be sure, lingering uncertainty over China, fallout
from weakness in the energy and mining industries,
as well as sluggish global growth have also played
a role in Treasuries holding on to strong gains to
start 2016.
Still, the yield advantage of U.S. Treasuries has
actually increased in recent weeks as overseas
bond yields have continued to fall. The yield
advantage of the 10-year Treasury relative to
the 10-year German bund increased by 0.2% for
the two weeks ending February 26, 2016, and
overall, remains not far off the record wide of 1.9%
reached in March 2015 [Figure 2]. For comparison,
the 20-year average yield advantage of 10-year
Treasuries to comparable German government
bonds is only 0.5%.

Both the ECB and BOJ seem more likely to
increase stimulus, rather than tighten policy,
suggesting that yield gaps may remain wide
and continue to support intermediate- and
long-term Treasury prices.
The rise in U.S. short-term yields since February
11, 2016, was driven by a rebound in Federal
Reserve (Fed) rate hike expectations, even though
market expectations remain very modest overall,
and better domestic economic data, including
higher than expected inflation readings. In Europe,
however, economic data have faltered compared
to the U.S. [Figure 3] and fueled expectations
of additional stimulus, hence the widening yield
differentials. Of course, the European Central
Bank (ECB) and Bank of Japan (BOJ) are both
undertaking large quantitative easing programs,
which originally drove yield gaps between
U.S. Treasuries and overseas government bond
yields. Both the ECB and BOJ seem more likely
to increase stimulus, rather than tighten policy,
suggesting that yield gaps may remain wide and
continue to support intermediate- and long-term
Treasury prices.
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CURRENCY DEVALUATION
Some central banks, including China’s, have
pursued currency devaluation in an attempt to
bolster their economies. In some cases, central
banks have sold Treasuries in order to finance such
policies, but the impacts have been little more than
speed bumps for Treasuries. In both August 2015
and early January 2016, when anecdotal evidence
of currency-related selling was apparent, Treasury
prices were restrained, but only for a few days
before increases resumed.
Speaking of currency, foreign investors have
to take U.S. dollar fluctuation risk when buying
Treasuries. Currency has been a tailwind for
overseas investors over the past year and the
prospect of Fed rate hikes may help support the
U.S. dollar going forward. The currency exposure
may entice foreign investors as well.

FED OFFSET
It is common for short-term Treasury yields, such
as the 2-year, to bear the brunt of changes to
Fed rate hike expectations, as short maturities

have historically been among the most sensitive.
However, the pass-through to intermediate- and
long-term Treasury prices and yields has been very
limited in this rate hike cycle.

CONCLUSION
The knee-jerk reaction to low high-quality bond
yields is to find them unappealing; but in an
increasingly global world, perspective is important.
While we believe the economy will ultimately
improve from the current soft patch, with bond
yields rising in response, longer-term Treasury
yields may be slow to increase due to their relative
attractiveness on a global scale. Higher yields
provide another support to high-quality bond
prices, in addition to ongoing concerns over the
pace of global and domestic economic growth,
China currency devaluation, energy and commodity
industry impacts, and Fed rate hike risks. Negative
interest rate policies at the ECB and BOJ mean
that comparable international rates are even lower,
making Treasuries a relative bargain compared
with other high-quality government bond markets.
Foreign investments in Treasuries may continue to
keep a lid on yields for the foreseeable future. n

IMPORTANT DISCLOSURES
The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To
determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. All performance reference is historical and is no
guarantee of future results. All indexes are unmanaged and cannot be invested into directly.
The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies promoted will be successful.
Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values and yields will decline as interest rates rise, and bonds are subject to
availability and change in price.
Government bonds and Treasury bills are guaranteed by the U.S. government as to the timely payment of principal and interest and, if held to maturity, offer a fixed
rate of return and fixed principal value. However, the value of fund shares is not guaranteed and will fluctuate.
International debt securities involves special additional risks. These risks include, but are not limited to, currency risk, geopolitical and regulatory risk, and risk
associated with varying settlement standards. These risks are often heightened for investments in emerging markets.
This research material has been prepared by LPL Financial LLC.
To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial LLC is not an affiliate of and
makes no representation with respect to such entity.
Not FDIC or NCUA/NCUSIF Insured | No Bank or Credit Union Guarantee | May Lose Value | Not Guaranteed by Any Government Agency | Not a Bank/Credit Union Deposit
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