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In what can be described as a big understatement, calendar year 2023 proved to be an
incredible roller-coaster for U.S. fixed dincome. From interest rates to spread
movements, volatility continued to be underscored 1in a rather noteworthy fashion.
However, with all of this back and forth, an interesting result occurred..the major fixed
income asset classes all wound up registering positive returns.

so, let’s first take a look at 2023 and then turn our attention to what investors could
consider in the bond market during the new year.
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The bar chart neatly displays how Tlast year’s performances stood in stark contrast to
2022, arguably one of the worst years for fixed income on record. As you can see,
positive returns were enjoyed by all the major asset classes from rate sensitive, Treasu
ries (UST) and mortgage-backed securities (MBS), to credit sensitive, investment grade (
IG) and high-yield corporates (HY), and including the benchmark Bloomberg U.S. Aggregate
Bond Index, the Agg.

Going back to the point I was making in the intro, it wasn’t all roses for U.Ss. fixed
income last year, just the opposite in fact. As recently as late October, it was sure
Tooking Tike 2023 was going to be another year of negative performance for bonds, which
would have made it three in a row for the broader fixed income arena, the Agg.

But once the calendar turned to November, everything changed. Sentiment in the money and
bond markets shifted dramatically and yield Tevels plummeted across the board, while MBS
and corporate bond spreads narrowed considerably. Here are some notable stats for: Year-
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End 2022, Oct/Nov Highs,Year-end 2023:
e UST 2-Year yield: 4.43%; 5.22%; 4.25%
e UST 10-Year yield: 3.87%; 4.99%; 3.88%
e US MBS spread: +51 bps; +82 bps; +47 bps
e US IG Corp: +130 bps; +130 bps; +99 bps
e US HY Spread: +469 bps; +438 bps; +323 bps

Did you happen to notice that the UST 2-Year and 10-Year yields and MBS spreads ended up
being Tittle changed from year-end 20227 Meanwhile IG and HY corporate spreads narrowed
considerably just over the last two months.

2024

what does the new year have in store for the fixed income investors? our primary theme
for 2024 1is to focus on the new rate regime, and now there appears to be a new twist.
I'’ve discussed often how bond yields have risen to levels a generation of investors
haven’t seen before. However, 2024 also looks Tike it could be the year for the Fed to
begin cutting rates, not hiking them.

Here are some key themes for 2024:

e While it appears rate cuts are coming, a notable deterioration in economic data and
continued disinflation may be required to validate UST market expectations for
significant policy easing in 2024

e Short duration fixed income is our preference to “play the rate cut trade”

e We continue to add duration in a deliberate manner, moving closer to neutral stances
relative to benchmarks

e However, given the inverted nature of the yield curve and our expectation for
ongoing interest rate volatility, we remain allocated to Treasury floating rate
notes

e We remain constructive on quality-screened credit and have selectively rotated into
MBS

conclusion

As we’ve seen the Tast couple of years, market sentiment can shift rather quickly, and
arguably at times, unexpectedly. So, stay tuned!

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
+ Will the Recent Plummet in Treasury Yields Be validated?
+ Fed watch: Pivot, Pivot

+ How to Play the Fed Pivot in Fixed Income

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

Interest rates : The rate at which interest is paid by a borrower for the use of money.

spread : Typically refers to a difference between a measure of yield for one asset class

and a measure of yield for either a different subset of that asset class or a different
asset class entirely.

volatility : A measure of the dispersion of actual returns around a particular average

underlying mortgages.

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

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.

Basis point : 1/100th of 1 percent.
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