
THERE'S INCOME BACK IN FIXED
INCOME
Kevin Flanagan — Head of Fixed Income Strategy

07/06/2022

Since I’m a “bond guy,” there is little doubt about what I think has been the biggest headline for the markets this year:
rising rates. Arguably, I’m also thinking I won’t get much pushback on that conclusion either. As investors grapple with
continued inflation, recession fears and a Federal Reserve that is “committed” to bringing down price pressures, an
interesting development has occurred that has not garnered much in the way of headlines; i.e., it looks like “income”
came back to fixed income.

Since the Fed first implemented its “zero interest rate policy” in the wake of the financial crisis, investors have been left
with a bond market landscape that presented many challenges from an income perspective. Even after the Fed
normalized monetary policy during the 2017–2019 period, interest rates remained at historically low levels. That
development was only exacerbated by the COVID-19 lockdown and subsequent policy response.

U.S. Fixed Income Yields

With the dynamic duo of inflation and a Fed tightening policy, interest rates really had nowhere to go but up this year,
and that’s precisely what has occurred across the fixed income spectrum. To provide perspective, as of this writing, the
Agg’s yield to worst (YTW) has risen more than 200 basis points (bps), but even more noteworthy has been the increase in
high yield of nearly 460 bps.  

The interesting portion of this discussion is where these rate increases have placed absolute yield levels. With respect to
the Agg, the YTW is now at roughly 3.80%, the highest reading since 2009. For U.S. investment-grade corporates, a
similar story has ensued, as the current level of 4.75% also hasn’t been witnessed in almost 13 years. Within the U.S. high
yield arena, outside of the two risk-off periods of early 2016 and the COVID-19-related shutdown, yield levels are now
approaching the 9% threshold at 8.80%, the highest reading since 2011. As recently as July of last year, the YTW was only
about 3.50%.
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Conclusion

I’ve continued to emphasize the prospects for a “fluid” and volatile fixed income investment landscape for the remainder
of this year, if not into 2023. Based on Chair Powell’s recent comments, the Fed seems determined now to bring down
inflation and “accept the higher recession risk” that comes with the territory. For investors seeking income, the increase
in bond yields in 2022 has provided investors with a bit more of a “traditional feel” for fixed income portfolios than what
has been available within the last decade or so.

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

+ Fed Watch: I’ll See Your 50 and Raise You 75

+ Is a 4% Treasury 10-Year Yield Possible?

+ Looking for Recession Clues in All the Wrong Places?

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.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Inflation  : Characterized by rising price levels.

Recession  : two consecutive quarters of negative GDP growth, characterized generally by a slowing economy and
higher unemploymen.

Federal Reserve  : The Federal Reserve System is the central banking system of the United States.

Zero Interest Rate Policy (ZIRP)  : A monetary policy where by interest rates, such as Fed Funds, are kept close to, or at
zero.

Monetary policy  : Actions of a central bank or other regulatory committee that determine the size and rate of growth of
the money supply, which in turn affects interest rates.

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

Fed tightening  : Refers to the Federal Reserve enacting monetary policies that have the overall impact of reducing the
availability of credit, which is widely thought to have the potential to slow economic growth.

Yield to worst  : The rate of return generated assuming a bond is redeemed by the issuer on the least desirable date for
the investor.

Basis point  : 1/100th of 1 percent.

High Yield  : Sometimes referred to as “junk bonds,” these securities have a higher risk of default than investment-grade
securitie.
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