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For those investors looking for a final, quiet summer vacation period before the kids go

back to school, think again—the bond market has certainly had other plans. The

tumultuous events that kicked off August have served as a not-so-subtle reminder that vo

latility appears to be here to stay. Yield movements in the Treasury market have been on

a roller coaster since the Federal Reserve’s (Fed) July rate cut, and given the various

catalysts that remain out there (solid job market, good U.S. growth but recession fears,

trade uncertainty, softening global economies, Middle East (Iran) flare-ups), it’s a

difficult landscape for fixed income investors to traverse.

 

Certainly, the recent trend has been for rates to be on a descending trajectory, but

what if headlines or tweets change course? Then what? Against this backdrop, I continue

to advocate a solution for fixed income investors that has been time-tested, and does

not require a “call” on where you think interest rates may be headed—the barbell strateg

y.

 

As the reader may recall, we began writing about this approach last summer, utilizing

the Bloomberg Barclays U.S. Aggregate Yield Enhanced (AEY) Index and U.S. Treasury float

ing rate (UST FRN) strategy and comparing the results to the widely followed benchmark,

t h e Bloomberg Barclays U.S. Aggregate Bond Index (Agg). At first, the combination

centered around a 70% AEY and 30% UST FRN blend, but throughout the course of 2019, this

ratio has continued to be adjusted due to the decline in intermediate yields and the

resulting flattening of the yield curve.

 

Yield to Worst and Effective Duration Comparison Enhanced Yield/UST FRN vs.         

Aggregate

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/blog/glossary#volatility
https://wisdomtree.com/blog/glossary#yield
https://wisdomtree.com/blog/glossary#treasury
https://wisdomtree.com/blog/glossary#federal-reserve
https://wisdomtree.com/blog/glossary#rate-cut
https://wisdomtree.com/blog/glossary#recession
https://wisdomtree.com/blog/glossary#interest-rates
https://wisdomtree.com/~/link.aspx?_id=B2BBF54FF3BA42C38FB84F65F01A9591&_z=z
https://wisdomtree.com/blog/glossary#bloomberg-barclays-u.s.-aggregate-enhanced-yield-index
https://wisdomtree.com/blog/glossary#floating-rate-treasury-note
https://wisdomtree.com/blog/glossary#bloomberg-barclays-u.s.-aggregate-bond-index
https://wisdomtree.com/blog/glossary#yield-curve


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

 

The accompanying graph now illustrates the updated combination of either 50% AEY/50% UST

FRN or 40% AEY/60% UST FRN pairings. Given the latest bout of yield curve flattening, I

also threw in a 30% AEY/70% UST FRN combo for consideration. Here are the respective

results versus the Agg:

 

 

Conclusion

 

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

d Index, can be utilized as the two “weights” of the barbell strategy. This approach

offers a strategic solution that is designed to help fixed income investors navigate the

uncertain waters that loom ahead, without making a “high conviction bet” on where rates

are headed in this seemingly “ever-changing” interest rate landscape.
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Unless otherwise stated, data source is Bloomberg, as of August 8, 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 the top 10 holdings of AGGY please visit the Fund's fund detail page at https://www.

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

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

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

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)

 

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

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.

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.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Rate Cut   : A decision by a central bank to reduce its main interest rate, usually to

influence rates charged by other financial institution.

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a slowing economy and higher unemploymen.

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

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.

Floating Rate Treasury Note    : a debt instrument issued by the U.S. government whose

coupon payments are linked to the 13-week Treasury bill auction rate.

Bloomberg U.S. Aggregate Bond Index : Represents the investment-grade, U.S. dollar-

denominated, fixed-rate taxable bond market, including Treasuries, government-related

and corporate securities, as well as mortgage and asset backed securities.

Yield curve   : Graphical Depiction of interest rates on government bonds, with the

current yield on the vertical axis and the years to maturity on the horizontal axis.

Barclays U.S. Dollar Floating Rate Note (FRN) Index         : provides a measure of the

U.S. dollar denominated floating rate note market.
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