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THE YIELD CURVE’S CRYSTAL BALL 
IS SHAKY
But It’s Saying Avoid High Beta Stocks

It’s going to be a yield curve summer. 

Inversions—when 10-Year Treasury yields go lower than those of 2-Year Treasuries—have a 
recession-predicting track record that has become something of legend in Wall Street circles. 

The reason: having longer-duration bonds trade at lower yields than nearer-term securities is 
counterintuitive and rare. When it happens, it is a signal that something is awry in the economy.

The much-feared day arrived on March 29; when yield curve inversion moved the matter of this 
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The University of Michigan Consumer Sentiment Index (figure 2) may o�er some guidance. Keeping it ambiguous, 
let’s go with “it looks like a recession is coming sooner than later.” Ugly.

Figure 2: University of Michigan Consumer Sentiment Index

Source: Refinitiv, as of 3/29/22. Greater results indicate more positive consumer sentiment.

Here’s an analogy for timing any forthcoming recession: it’s like if the Uber app lets you book a car but doesn’t 
tell you if the driver is two minutes or 30 minutes away. Should you grab your coat and run out the front door, or 
is there still time to check your e-mail, hop in the shower and choose an outfit? 

Let’s take a stab at figuring out stock market implications. Standard & Poor’s has some commonly followed 
factor-based indexes that date to the mid-1990s. I looked through a bunch of comparisons; one of the better 
ones I could find was the immediacy of engaging the low volatility factor relative to high beta (cyclical) stocks.
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The timing is rough, as you would expect, but the series does at some point make its way higher in the months or 
years a�er inversions. Even the 1998 inversion, one of the generally false signals of the lot, eventually earned its 
stripes when the market fell out of bed from 2000 to 2002.

Figure 3: S&P 500 Low Volatility Index Relative to S&P 500 High Beta Index

Source: Refinitiv, as of 4/29/22 (1/1/1993 – 4/29/22). The chart shows the performance of the S&P 500 Low Volatility Index divided by the S&P 500 
High Beta Index. When it is rising, Low Volatility is outperforming. When it is falling, High Beta is outperforming.

If the chart is to head higher, the play is an avoidance of high beta in favor of an over-weight in mandates that 
show up in lower volatility screens.

In large caps, we have lower historical volatility than the broad market in DLN, the WisdomTree U.S. LargeCap 
Dividend Fund. From its inception on June 16, 2006, to March 30, 2022, it registered annualized volatility, as 
measured by annualized standard deviation, of 14.5%, about a point less than the Russell 1000 Index (15.4%) and 
a point and a half less than the Russell 1000 Value Index (15.9%). It’s in large-cap value, so it may benefit if the 
market’s worried tone continues to favor that group at the expense of growth stocks.
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In addition to DLN, I put two of its “cousins” in figure 4, owing to their philosophical similarities. One is the 
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Glossary:
Beta: A measure of the volatility of a security or a portfolio in comparison to a benchmark. In general, a beta less than 1 indicates 
that the investment is less volatile than the benchmark, while a beta more than 1 indicates that the investment is more volatile 
than the benchmark. Cyclical stocks: Refers to stocks in the Consumer Discretionary, Energy, Industrials, Materials, Financials and 
Information Technology sectors. Duration:
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Important Information
Investors should consider the investment objectives, risks, charges and expenses of the Funds carefully before investing. 
A prospectus containing this and other information is available by calling 866.909.9473 or visiting www.wisdomtree.com. 
Investors should read the prospectus carefully before investing. 
DLN:


