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The volatility in Treasury (UST) yields since Labor Day is a real-time example of what

investors have been faced with recently regarding the direction of interest rates. While

2019 thus far has been, generally, a year of falling rates as compared to the 2018

experience, going forward, the path seems less certain for a host of reasons, including

trade uncertainty, global growth concerns, Federal Reserve (Fed) policy and thus far the

lack of a recession. Against this investment backdrop, we continue to advocate for inves

tors to consider the barbell approach when looking for fixed income solutions for 2020

and beyond.

So, what exactly do I mean by volatility in Treasury yields? In last week’s blog post “A

s the World Turns,” I highlighted how the UST 10-Year yield has seesawed by 40 basis poi

nts (bps) on two different occasions within the last two months or so. Since then, a

mini-rally has taken place, dropping the rate back down another 10 to 15 bps from its

most recent high of 1.94% just a week or so ago.

In addition, based on Fed Chairman Powell’s congressional testimonies last week, it

certainly appears as if the mid-cycle adjustment rate cuts have come to an end. While

further rate cuts seem to be off the table for now, the bar to reverse course and raise

rates has also been elevated. However, as we’ve seen just within the last year, a

Powell-led Fed can change its collective mind at any point depending on the data.

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

A question an investor may want to ask is, “Why try to predict where rates are going to

go in such an environment?” That’s where the barbell solution comes into play, allowing

investors the means to toggle weights between short and intermediate or longer durations

to suit their investment needs while not playing the role of rate forecaster. As the

reader may recall, we use Yield Enhanced (AEY) and U.S. Treasury floating rate (UST FRN)

strategies, and compare the results to the widely followed benchmark, the Bloomberg Barc

lays U.S. Aggregate Bond Index (Agg). As we get ready for Thanksgiving next week (can

you believe it’s that close?), our Q4 barbell update above highlights three potential

scenarios to consider (see accompanying table). In each instance, investors may attain

an “Agg-like” yield while potentially reducing duration anywhere from 1 to 2½ years.

Conclusion

The WisdomTree Yield Enhanced U.S. Aggregate Bond Fund (AGGY), which seeks to track the 

the Bloomberg Barclays U.S. Aggregate Enhanced Yield Index, and the WisdomTree Floating 

Rate Treasury Fund (USFR), which seeks to track the Bloomberg U.S. Treasury Floating Rat

e Bond Index (UST FRN), can be used as the two “weights” discussed here. The barbell

strategy laid out in this blog post offers investors a core-strategic solution that is

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/~/link.aspx?_id=B2BBF54FF3BA42C38FB84F65F01A9591&_z=z
https://wisdomtree.com/~/link.aspx?_id=ED79055257FB43BC8BE1B9FC69A0AFE7&_z=z
https://wisdomtree.com/glossary
https://wisdomtree.com/~/link.aspx?_id=A90C01D3DF6B41E38F2FDCD6646B2B3D&_z=z
https://wisdomtree.com/~/link.aspx?_id=D6F20DDF9393431C85D41DB46E5F2798&_z=z


designed to help fixed income investors navigate the waters that loom ahead without

making a high-conviction bet on where rates are headed in this seemingly ever-changing

interest rate landscape.

Unless otherwise stated, data source is Bloomberg, as of November 14, 2019.

Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal.

Fixed income investments are subject to interest rate risk; their value will normally

decline as interest 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 liquidity risks and

the risk that payments on the underlying assets are delayed, prepaid, subordinated or

defaulted on. Securities with floating rates can be less sensitive to interest rate

changes than securities with fixed interest rates, but may decline in value. The

issuance of floating rate notes by the U.S. Treasury is new and the amount of supply

will be limited. The value of an investment in the Funds may change quickly and without

warning in response to issuer or counterparty defaults and changes in the credit ratings

of the Funds’ portfolio investments. Due to the investment strategy of these Funds, they

may make higher capital gain distributions than other ETFs. Please read each Fund’s

prospectus for a discussion of risks.

For standardized performance and the most recent month-end performance click here NOTE,

this material is 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. investors 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 investments in 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 its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 instruments 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 indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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 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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