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Key Takeaways:

1. In a soft-landing scenario, core fixed income is an attractive option for
investors to extend duration and prepare for the next phase of the monetary cycle.

2. However, there could be changes made to plain-vanilla, core U.S. aggregate
portfolios to benefit from valuations as well as get ready for this year’s election.

3. BBB corporate dissuers are cheap compared to their higher-quality, A-rated
counterparts.

4. Industries with lower exposure to China and foreign trade tend to do well during
times in which trade wars are on top of investors’ minds.

5. AGGY is well-positioned to benefit from these conditions.

As the Fed is nearing the end of 1its once-in-a-generation tightening cycle, investors
have rightfully started to wonder about the next phase of the monetary cycle. while this
is not our base case, some investors have been thinking about moving out the yield curve
and adding duration to their fixed income portfolios. There are multiple options that
can be used here. One group prefers the safety of Treasury notes and bonds. Others might
not be satisfied with the income and yield levels offered by uUncle Sam and want to foray
into the riskier part of +the market, e.g., investment-grade credit, high-yield
corporates or a more diversified option, U.S. aggregate portfolios (Core).

By definition, any asset class with a spread above risk-free interest rates 1is exposed
to some type of credit risk. Depending on one’s view about the future of the economy and
whether the Fed will be able to manage a soft landing, the choice for adding duration
and moving out of money market funds changes. we believe that the economy will slow down
in 2024. However, the Fed will be able to manage a soft landing Tike it did in the
1990s. As a result, we are in the camp that idinvestors should benefit from spread
products, though they need to be selective. Higher-quality IG 1dissuers and agency
mortgages are a couple of asset classes that we like. And what better option than core
U.S. aggregate-type products to have both asset classes and, at the same time, be
diversified? In this post, we will look at whether the plain-vanilla core portfolio is
the best option or if there are some changes that can be made in order to benefit from
current valuations as well as prepare for the year ahead.

BBBs.. Time for the Silent Majority to Shine

Since the global financial crisis, the share of BBB corporate issuers within the Bloombe
rg U.S. Aggregate Index has gone up. As of January 31, 2024, BBBs make up about 47%
(almost half) of corporates within the Index.
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Following a decline to some of the Towest levels in December 2023, BBB-rated industrials
spread to A-rated bonds and have tightened in 2024. This shift T1ikely reflects
diminishing concerns about a hard-landing scenario driven by positive surprises in U.S.
economic data. Despite the substantial contraction year-to-date, the spread ratio
between BBB and single-A bonds still trails the significant rally observed since
october. As a result, BBBs remain attractive on a relative value basis.
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Don’t Forget about November 5

As we get closer to Election Day in November, the market will have to digest a Tot of
policy rhetoric and its impact on different asset classes and industries from both sides
of the aisle. There 1is an abundance of policy differences between the two major
candidates. However, there is one clear common ground: China. Both candidates would 1ike
to approach trade issues with China with an iron fist policy. Hence, it is prudent to
Took at the Tast time the trade war was on top of 1investors’ minds and examine how
different industries behaved during that period.

The last time a trade war was a big concern for investors was after the 2016 election.
From 2016 until 2019, when these fears peaked, sectors with a larger exposure to China
underperformed.

-
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Sector China exposure
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Source: BofA Global Research

AGGY to the Rescue

Historically, the main advantage of investing in the wWisdomTree Yield Enhanced U.S. Aggr
egate Bond Fund (AGGY) has been the added yield/income compared to the U.S. Aggregate
Index, while taking Tower duration risk. However, Tooking under the hood, AGGY also has
higher allocations to BBB corporates and higher over-weights (Ows) to low-China-exposed
industries.

Corporate MV%

WisdomTree Yield Enhanced U.S

Bloomberg U.S. Aggregate index | Difference
Aggregate Bond Fund (AGGY)

WisdomTree Yield Enhanced U.S

Bloomberg U.S. Aggregateindex | Difference
Aggregate Bond Fund (AGGY)

Financials

Utilities 8.69 2.32 6.37
Communications 4.75 2.07 2.68
Health Care 4.58 2.73 1.36
Industrials 377 1.85 192
Energy 357 1.80 LT
Technology 3.44 222 122
Consumer Discretionary 299 175 124

Consumer Staples 275 1.63

Real Estate 2.02 0.50

Materials 1.68 0.12

Source: WisdomTree, as of 1/31/24.
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Important Risks Related to this Article

There are risks associated with investing, 1including the possible Toss of principal.
Fixed income investments are subject to interest rate risk; their value will normally
decline as 1interest rates rise. 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. Investing in mortgage- and asset-backed
securities involves interest rate, credit, valuation, extension and Tliquidity risks and
the risk that payments on the underlying assets are delayed, prepaid, subordinated or
defaulted on. Due to the investment strategy of the Fund, it may make higher capital
gain distributions than other ETFs. Please read the Fund’s prospectus for specific
details regarding the Fund’s risk profile.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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.

Related Blogs

+ Lessons from the Past on How to Position Equity Portfolios in a U.S. Presidential Elec
tion Year

Related Funds
+ WisdomTree Yield Enhanced U.S. Aggregate Bond Fund

For more investing insights, check out our Economic & Market outlook

View the online version of this article here.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://www.wisdomtree.com/investments/performance
https://www.wisdomtree.com/investments/blog/2024/02/27/lessons-from-the-past-on-how-to-position-equity-portfolios-in-a-us-presidential-election-year
https://www.wisdomtree.com/investments/etfs/fixed-income/aggy
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2024/02/29/build-your-core-portfolio-the-right-way

wWisdomTree BLOG ARTICLE

IMPORTANT INFORMATION

U.S. 1dinvestors 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 1investments 1in 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 1indicative 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Fed tightening : Refers to the Federal Reserve enacting monetary policies that have the
overall impact of reducing the availability of credit, which is widely thought to have
the potential to slow economic growth.

curve : Refers to the yield curve. Positioning on the yield curve is 1important to

Duration : A measure of a bond’s sensitivity to changes in interest rates. The weighted

average accounts for the various durations of the bonds purchased as well as the
proportion of the total government bond portfolio that they make up.

Floating Rate Treasury Note : a debt instrument issued by the U.S. government whose

coupon payments are Tinked to the 13-week Treasury bill auction rate.

Investment grade : An investment grade 1is a rating that signifies a municipal or
corporate bond presents a relatively Tow risk of default.

High Yield : Sometimes referred to as “junk bonds,” these securities have a higher risk

of default than investment-grade securitie.

The Global Financial Crisis : Refers to the period of extreme stress in global

financial markets and banking systems between mid 2007 and early 2009.

BBB- : Standard & Poor’s credit rating that implies the borrower has adequate capacity

to meet financial commitments, but may be more vulnerable to adverse economic
conditions. This rating represents the lowest level of investment-grade.

Bloomberg U.S. Aggregate Bond Index : Represents the investment-grade, U.S. dollar-

denominated, fixed-rate taxable bond market, 1including Treasuries, government-related
and corporate securities, as well as mortgage and asset backed securities.
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