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As we’ve highlighted over the last several weeks, investors should be taking a closer

look at their bond portfolios and determining if allocations to the Barclays U.S.

Aggregate Index (Agg) are consistent with their investment objectives. In our view,

while the Agg provides a time-tested barometer for fixed income performance, as an

investment strategy, the approach is suboptimal. We believe investors should consider

looking inside the Agg at its components as one way to position going forward. Return

Prospects from Short-Dated Treasuries Are Not Compelling When considering a change

in investment strategy, it may make sense for investors to rethink the reason they own

bonds in the first place: simply put, bonds help to generate steady returns when equity

markets slide. Next, why do investors own Treasuries? Most likely to manage volatility

in their bond portfolio and potentially benefit if the economy starts to slip. Shifting

our focus to the Agg, why should an investor hold 22% of a fixed income portfolio in 1-

to 5-Year1 Treasuries that yield 0.85%?2 Regardless of investors’ views of changes in

policy at the Federal Reserve (Fed), this paltry level of income could be costing them

performance. Over the last six years since the financial crisis, the exposure to U.S.

Treasuries of the Agg has swelled to nearly 40%.3 This shift in exposure was not driven

by any particular investment rationale, but rather a simple increase in issuance

patterns over the last several years. In our view, exposure to certain segments of the

Agg may only make sense in some of the least-favorable, lowest-probability economic

environments. Credit Appears Compelling, Particularly in the Long Run        Year-to-

date, securitized debt has outperformed Treasuries, which have outperformed credit.4 Even

so, in the medium term, we believe we would need to see a meaningful deterioration in

the global economy to have credit underperform Treasuries. As a result of widening in

credit spreads year-to-date, we view valuations today as compelling. Interestingly, Baa

credit spreads would need to widen by an additional 60 basis points (bps)5 in the next

year in order to underperform the total return of U.S. Treasuries. Should this occur,

spreads would be at their widest levels since the global financial crisis of 2008. While

concerns about credit have cropped up, most notably in high-yield Materials and Energy

credits, we believe that fundamentals are strong in the investment-greade space.

Additionally, with Baa credit spreads currently higher than the all-in yield of a 10-

Year Treasury bond, this signals to us that the market is attractively priced. In fact,

this has occurred only two times in history: briefly during the euro crisis of 2011 and

the global financial crisis of 2008.6 Implementation Considerations  In response, we

believe investors should consider looking within the Agg as one way to enhance the

income of their portfolios. As a result, we have shown the net impact on yield, duration

and sector positioning by swapping a hypothetical allocation between the Agg and the

Barclays U.S. Aggregate Enhanced Yield Index. While many investors have historically

increased their exposure to bonds outside the Barclays Aggregate as a way to enhance

income, we believe our approach could deliver better risk-adjusted returns than

allocating solely to market capitalization-weighted credit indexes. Yield and Duration

for Blends of Agg and Agg Enhanced Yield, 9/30/2015         
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 Sector Breakdown

for Blends of Agg and Agg Enhanced Yield, 9/30/2015       

 As we show above, for

a modest uptick in duration, investors can also meaningfully enhance the income

component of their portfolios while retaining the familiar risk versus return profile of

the Agg. This is primarily achieved by reducing exposure to shorter-maturity Treasuries

and over-weighting corporate bonds, which we believe offer the potential for greater

total returns. Ultimately, our timing could prove to be early, and it may be possible

that this approach will underperform. However, in the medium term, we believe our

updated approach to the Barclays Agg could ultimately add to higher total returns over

the market cycle.           1As measured by duration. 2Source: Barclays, as of 9/30/15.

3Source: Barclays, as of 9/30/15. 4Source: Barclays, as of 9/30/15. 5Source: Barclays, as

of 9/30/15. 6Sources: Barclays, WisdomTree, as of 9/30/15.

Important Risks Related to this Article

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.

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.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/-/media/US-Media-Files/blog/wp-content/uploads/Yield-and-DUration-for-Blends-of-Agg-and-Agg-Enhanced-Yield2,-d-,gif.ashx
https://wisdomtree.com/-/media/US-Media-Files/blog/wp-content/uploads/Sector-Breakdown-for-Blends-of-Agg-and-Agg-Enhanced-Yield1,-d-,gif.ashx
https://wisdomtree.com/blog/glossary#maturity
https://wisdomtree.com/blog/glossary#duration
https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2015/11/06/enhance-your-agg-position-for-the-current-market-environment


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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DEFINITIONS

Bloomberg Barclays U.S. Aggregate Index OAS :  the amount of compensation in excess

of Treasuries that investors demand for lending to borrowers in the Bloomberg Barclays

U.S. Aggregate Index.

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

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

level.&nbsp.

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that is typically expressed annually as a percentage of the market or

face value.

Credit : A contractual agreement in which a borrower receives something of value now and

agrees to repay the lender at some date in the future.

Securitized debt : a debt security whose value is backed by an asset or pool of assets

such as a mortgage.

Credit spread   : The portion of a bond’s yield that compensates investors for taking

credit risk.

Valuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

Basis point : 1/100th of 1 percent.

Fundamental value   : The value of a firm that is related to a company’s actual

operations and production as opposed to changes in share price.

Investment grade   : An investment grade is a rating that signifies a municipal or

corporate bond presents a relatively low risk of default.

U.S. Treasury Bond : a debt security issued by the United States government.

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.

Bloomberg Barclays U.S. Aggregate Enhanced Yield Index        : a constrained, rules-

based approach that reweights the sector, maturity, and credit quality of the Barclays

U.S. Aggregate Index across various sub-components in order to enhance yield.

Maturity : The amount of time until a loan is repai.
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