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There is no doubt that fixed income markets have had a challenging start to the year. As

of May 10, 2024, the 10-Year Treasury rate stands at 4.49%, an increase of 61 basis poin

ts (bps) from the beginning of the year. This is mainly due to the markets’ rethinking

of the timing and frequency of the cuts by the Fed in 2024. Sticky inflation, a strong

job market and higher-than-expected GDP growth YTD have all had a role in this paradigm

shift.

In the face of this environment, the Bloomberg US Aggregate Index (Agg) has posted a YTD

return of -3.28% through the end of April. This result could have been even worse if not

for resilient credit markets, with most asset classes’ spreads over Treasuries grinding

lower and offsetting some of the price sensitivity to interest rate moves.

We wrote about the WisdomTree Yield Enhanced U.S. Aggregate Bond Fund (AGGY) at the end

of February and explained how there could be changes made to plain-vanilla, core U.S. ag

gregate portfolios to benefit from valuations. Since then, AGGY has outperformed the

Aggregate Index by 21 bps gross and 18 bps net of fees, respectively. However, the more

eye-catching numbers are the YTD numbers. Since the beginning of the year, AGGY has

outperformed the Aggregate Index by 56 bps gross and 51 bps net of fees, respectively

(as of April 30, 2024). Over the last year, AGGY has outperformed by 1.80% gross of fees

and 1.65% net of fees.

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

  

Looking forward, we still believe AGGY can continue to outperform the Aggregate Index.

This is due to the fact that in addition to all the characteristics outlined in the

first part of this blog series, and after almost a year and a half of having a lower

duration compared to the Agg, AGGY now has a higher duration and can benefit in most

environments in which rates don’t go materially higher from here. 
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Option-Adjusted Duration

In response to the Federal Reserve’s policy tightening and the resulting inverted yield

curve, our quantitative process shifted some of the allocation away from long-duration

sectors, such as 30-year conventional mortgage-backed securities (MBS), toward shorter-

term sectors, including 1- to 5-year corporate bonds. This reallocation caused the Fund

to have a lower duration than Agg’s in the past year and a half. And, as rates rose

during this period, the Fund was rewarded handsomely.

However, as corporate spreads have kept grinding lower, the risk-return profile of the

long credit sector has become attractive, and as a result, its allocation in the Fund

has been on the rise. This has led to AGGY once again having a higher duration than the

Agg as of April 30, 2024. As we mentioned earlier, if the market and Fed’s expectations

of a lower future path for rates come to fruition, we expect this longer duration will

benefit the strategy once again. In conclusion, AGGY has performed well compared to its

big brother recently and since its inception. Despite this outperformance, since most of

the themes that we outlined in the first part of this blog series at the end of February

are still relevant, we believe there is more room for outperformance, and as a result, A

GGY should be considered as an integral part of core fixed income investors’ portfolios.

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. 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 the top 10 holdings of AGGY please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/fixed-income/aggy
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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.

Related Blogs

+ Build Your Core (Portfolio) the Right Way

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)

 

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

Basis point : 1/100th of 1 percent.

Mortgage-backed securities   : Fixed income securities that are composed of multiple

underlying mortgages.
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