wWisdomTree BLOG ARTICLE

CASH IS KING IN YOUR HIGH-YIELD
STRATEGY

Kevin Flanagan — Head of Fixed Income Strategy,Josh Shapiro — Quantitative Strategist
04/30/2020

As the economic effects of “stay at home/social distancing” policies continue,
corporations have been faced with challenging decisions regarding liquidity and
financial solvency. Some corporations are in dire need of cash. As their revenues shrink
to unfathomable Tows, companies must continue to make 1interest payments to lenders and
cover their capital expenditures, which can only be reduced by so much.

The Federal Reserve (Fed) has certainly been proactive on this front, providing policy
responses that were effective during the financial crisis and adding new tools for the
playbook: i.e., buying corporate bonds. To weather the short-term impact of this
economic shutdown, corporations are beginning to tap this kitchen sink of Tiquidity
vehicles.

wWe measure Tliquidity through two means, cash and funding available from standing credit
facilities. Another way to access T1liquidity is through equity or corporate debt
issuance. In the U.S. investment-grade (IG) bond market, we have seen record levels of
debt issuance in March, but for high yield (HY), bond issuance has been relatively mute.

Let’s explore the access to cash for issuers within HY. we will examine their available
cash and the credit facilities they can draw upon. Here we will highlight the Tiquidity
profile of the issuers in WisdomTree’s underlying strategy, the WisdomTree U.S. High Yie
1d cCorporate Bond Index, and the fdissuers in the broad U.S. high-yield bond market as
represented by the public issuers in the ICE BAML U.S. High Yield Index.

Median Liquidity Metrics for High Yield Indexes, as of April 14, 2020
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Source: Factset, as of 4/14/20. You cannot invest directly in an index.

For definitions of terms in the chart, please visit our glossary.

we first highlight that over the past 12 months, the median 1issuer in the WwisdomTree
U.S. High Yield cCorporate Bond Index generated $423 million of free cash flow, compared
to only $240 million for the median public issuer 1in the broad U.S. high-yield debt
arena. Considering current economic conditions, we believe it 1is highly unrealistic to
anticipate that the past 12 months will be dindicative of the next 12 months. Thus, we
emphasize due diligence in corporate liquidity profiles.

The median dissuer for wisdomTree’s underlying strategy has $598 million of cash,
compared to $360 million cash in the broad U.S. high-yield bond market. Lastly, Tlet us
consider access to cash through credit facilities. The median issuer in the wisdomTree
U.S. High Yield Corporate Bond Index has access to nearly $1.1 billion, compared to $850
million for the median public issuer in the ICE BAML U.S. High Yield Bond Index.

The WwisdomTree approach tends to have higher cash and credit availability because it
invests in the debt of larger U.S. high-yield corporate 1issuers. Larger companies tend
to have less of an 1dissue generating positive free cash than smaller companies.
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Similarly, they typically have more cash on hand, as well as access to Targer credit
facilities. The median equity market value for issuers within the wisdomTree U.S. High
Yield cCorporate Bond Index is $3.9 billion compared to $2.2 billion for the median
public issuer in the broad U.S. high-yield bond market.

For investors Tooking for renewed opportunities in the U.S. HY arena, cash availability
will more than T1ikely take on heightened 1importance given the fluid financial market
backdrop. The wWisdomTree U.S. High Yield Corporate Bond Fund (WFHY), which seeks to
track before fees and expenses the price and yield performance of the wisdomTree U.S.

High Yield Corporate Bond Index, offers investors a solution that focuses on such a “qua
Tlity screen” while also tilting toward potential income needs.

Unless otherwise stated, data source is Factset, as of April 14, 2020.

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Fixed
income ‘investments are subject to interest rate risk; their value will normally decline
as interest rates rise. High-yield or “junk” bonds have Tower credit ratings and involve
a greater risk to principal. 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 1issuer’s ability to make such payments will
cause the price of that bond to decline. while the Fund attempts to 1limit credit and
counterparty exposure, the value of an investment 1in the Fund may change quickly and
without warning in response to issuer or counterparty defaults and changes in the credit
ratings of the Fund’s portfolio investments. 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.

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

View the online version of this article here.
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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 indicative 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

Liquidity : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high Tevel
of trading activity. Assets that can be easily bought or sold are known as 1liquid asset.

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

Corporate bond buying : the act of purchasing corporate bonds.

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

ICE BofAML US High Yield Index (HOAQ) : The ICE BofAML US High Yield Index tracks

the performance of the universe of US dollar denominated below investment grade
corporate debt publicly issued in the US market.

Free Cash Flow : A measure of how much cash is left in the company after taking into
account all the necessary expenses, including net capital expenditures.
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