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This article is relevant to financial professionals who are considering offering model portfolios to their clients. If you are
an individual investor interested in WisdomTree ETF Model Portfolios, please inquire with your financial professional.
Not all financial professionals have access to these Model Portfolios.

“There is income back in fixed income.”

We first began writing this periodic series of blog posts on “generating yield in an evolving market” back in March
2021 and, most recently, last September. It’s time to revisit.

When we began this series, we were encountering the somewhat anomalous situation of equity dividend yields being
higher than bond yields. It was a bleak time for bond investors—rates were near zero, and credit spreads were trading
near historical lows.

Well, as Bob Dylan might sing, “The times they are a-changin’.” Let’s take a look.

Let’s start by surveying the current market environment. All eyes are on the Fed—will it continue to tighten in the face of
continued strong employment and loose financial conditions? Will it “pivot” and begin easing back off in the face of a
slowing economy and signs that inflation is trending downward?

Given recent economic, inflation, and labor reports, the Fed is signaling it will maintain its hawkish position and has
recently provided guidance that two, perhaps three more rate hikes of 25 basis points (bps) each in March, May, and June
remain a possibility. Even our since-inception strategic advisor, Professor Jeremy Siegel, who earlier in the year believed
the Fed had gone too far and needed to pivot back toward easing has acknowledged that recent data is “testing his
hypothesis of a quicker “pivot”.

What we do know is the Fed has now shifted into full “data-dependent” mode and will, more than likely, act accordingly.
We also hold an experienced belief that the bond market will, ultimately, tell us the answer. But the result, for now, is
continued bond market volatility.

Here is the current Atlanta Fed “Market Probability Tracker,” which charts the market-traded course of the Fed Funds Rat
e (the short-term rate controlled by the Fed). While Fed Funds Futures have not proven to be more accurate than
anything else in predicting future rate movements, this chart does provide a snapshot of what the market is currently
thinking—a “terminal rate” peaking above 5.25% by June and then declining over the remainder of the year.

The Expected Future Path of the Three-Month Average Fed Funds Rate
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At the same time, and despite the Fed’s ongoing anxiety, inflation seems to have peaked and is moving downward,
though it remains well above the Fed’s 2% “target rate” and recent reports have come in higher than expected

Treasury real yield rates have been solidly in positive territory across the maturity spectrum since last June. While they
may be stabilizing, we see no reason why they should reverse themselves and head back toward zero again.

U.S. Treasury Real Yields (%)
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Nominal Treasury rates have also moved higher, with the short end rising sharply in the face of the Fed’s aggressive pace
of rate hikes. The yield curve has been inverted for months (as measured by the 10-Year minus 2-Year yield and the 10-
Year minus 3-Month spreads), resulting in calls of recession by many economists and advisors. Perhaps, maybe even
probably, but the market continues to send “mixed messages” regarding slowing economic activity versus a still-robust
labor environment.

Finally, after rising for several months, credit spreads have once again slipped toward levels that are neither “wide” nor
“tight” by historical standards.
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For definitions of terms in the charts, please visit the glossary.

What Is a Yield-Seeking Investor to Do?

One of our primary investment themes for 2023 is “There is income back in fixed income.” Let’s compare current
nominal yields in the fixed income versus equity markets.

For definitions of terms in the charts, please visit the glossary.

Certainly, in comparison to the equity markets, there is income back in fixed income. In addition, most corporate balanc
e sheets are in solid shape. Given this, generating and 8+% on high-yield bonds may seem very interesting for advisors
seeking yield.

Product/Strategy Ideas

On the fixed income front, we see three “high conviction” ideas. First up, U.S. Treasury floating rate notes (FRNs). These
securities are reset to the weekly UST 3-Month T-bill auction, with a spread, and contain no corporate credit risk. With
the Fed still in “rate hike” mode, this strategy provides investors with a means of income without the aforementioned
bond market volatility. The WisdomTree Floating Rate Treasury Fund (USFR)  gives investors a means to implement this
strategy.
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As we just discussed, the U.S. high-yield market offers compelling income as well. However, with recession concerns
remaining a key part of the investment landscape, a solution that focuses on quality will be of paramount importance.
The WisdomTree U.S. High Yield Corporate Bond Fund (WFHY) uses a quality screen while tilting for income.

Finally, with a rally in rates expected for the second half of this year, investors may wish to move their bond allocation
toward benchmark duration. The WisdomTree Yield Enhanced U.S. Aggregate Bond Fund (AGGY) is an investment-
grade solution that offers investors a way of achieving this duration target while also focusing on augmenting income
needs.

Model Portfolio Ideas

In addition to our product lineup, WisdomTree also manages three Model Portfolios we think fit nicely into today’s yield
environment, depending on investor objectives: an all-equity Global Dividend model, Multi-Asset Income models of
different risk bands and the Siegel-WisdomTree Longevity model, which we manage in collaboration with our strategic
advisor, Professor Jeremy Siegel.

All these models focus on generating all or much of the current yield out of the equity allocations while using the fixed
income allocation to generate additional, risk-controlled yield.

Let’s look at the current yield of these portfolios (as of February 24, 2023). “Current Yield/Income” refers to the most
recent 12-month dividend yield.

For the most recent standardized and month-end performance, click here. All yield and total return information for these
model portfolios and all of the underlying securities within those models can be found in our Model Adoption Center.

Now let’s examine some hypothetical “typical” client portfolios.

Conclusion

For investors seeking yield, we believe there are multiple ways to achieve this goal without taking on excessive risk,
including incorporating quality-screened high-yield and dividend-focused equities within the portfolio. For investors
wishing not to take on duration risk while benefitting from the Fed rate hiking regime, our floating rate U.S. Treasury
product may fit the bill.
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Additionally, our yield-focused Model Portfolios are all delivering on their mandates of generating enhanced yield in a
risk-controlled manner.

The bottom line is that we have rotated almost 180% from our first blog post on this topic—there is, indeed, income
back in fixed income. And that’s what yield’s got to do, got to do with it.

Important Risks Re lated to th is Art ic le   

For retail investors: WisdomTree’s Model Portfolios are not intended to constitute investment advice or investment
recommendations from WisdomTree. Your investment advisor may or may not implement WisdomTree’s Model
Portfolios in your account. The performance of your account may differ from the performance shown for a variety of
reasons, including but not limited to: your investment advisor, and not WisdomTree, is responsible for implementing
trades in the account; differences in market conditions; client-imposed investment restrictions; the timing of client
investments and withdrawals; fees payable; and/or other factors. WisdomTree is not responsible for determining the
suitability or appropriateness of a strategy based on WisdomTree’s Model Portfolios. WisdomTree does not have
investment discretion and does not place trade orders for your account. This material has been created by WisdomTree,
and the information included herein has not been verified by your investment advisor and may differ from the information
provided by your investment advisor. WisdomTree does not undertake to provide impartial investment advice or give
advice in a fiduciary capacity. Further, WisdomTree receives revenue in the form of advisory fees for our exchange-traded
Funds and management fees for our collective investment trusts.

For financial advisors: WisdomTree Model Portfolio information is designed to be used by financial advisors solely as
an educational resource, along with other potential resources advisors may consider, in providing services to their end
clients. WisdomTree’s Model Portfolios and related content are for information only and are not intended to provide,
and should not be relied on for, tax, legal, accounting, investment or financial planning advice by WisdomTree, nor
should any WisdomTree Model Portfolio information be considered or relied upon as investment advice or as a
recommendation from WisdomTree, including regarding the use or suitability of any WisdomTree Model Portfolio, any
particular security or any particular strategy. In providing WisdomTree Model Portfolio information, WisdomTree is not
acting and has not agreed to act in an investment advisory, fiduciary or quasi-fiduciary capacity to any advisor or end
client, and has no responsibility in connection therewith, and is not providing individualized investment advice to any
advisor or end client, including based on or tailored to the circumstance of any advisor or end client. The Model
Portfolio information is provided “as is,” without warranty of any kind, express or implied. WisdomTree is not
responsible for determining the securities to be purchased, held and/or sold for any advisor or end client accounts, nor is
WisdomTree responsible for determining the suitability or appropriateness of a Model Portfolio or any securities
included therein for any third party, including end clients.

Jeremy Siegel serves as Senior Investment Strategy Advisor to WisdomTree, Inc., and its subsidiary, WisdomTree Asset
Management, Inc. (“WTAM” or “WisdomTree”). He serves on the Model Portfolio Investment Committee for the Siegel-
WisdomTree Model Portfolios of WisdomTree, which develops and rebalances WisdomTree’s Model Portfolios. In
serving as an advisor to WisdomTree in such roles, Mr. Siegel is not attempting to meet the objectives of any person,
does not express opinions as to the investment merits of any particular securities and is not undertaking to provide and
does not provide any individualized or personalized advice attuned or tailored to the concerns of any person.

The Siegel-WisdomTree Longevity Model Portfolio seeks to address increasing longevity by shifting the focus to
potential long-term growth through a higher stock allocation versus more traditional “60/40” portfolios.

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

+ If It’s Not One Thing, It’s Another

+ Generating Yield in an Evolving Market Environment

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

Dividend yield  : A financial ratio that shows how much a company pays out in dividends each year relative to its share
price.

Bond yield  : Refers to the interest received from a bond and is usually expressed annually as a percentage based on its
current market value.

Spread  : Typically refers to a difference between a measure of yield for one asset class and a measure of yield for either a
different subset of that asset class or a different asset class entirely.

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

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.

Inflation  : Characterized by rising price levels.

Hawkish  : Description used when worries about inflation are the primary concerns in setting monetary policy decisions.

Rate Hike  : refers to an increase in the policy rate set by a central bank. In the U.S., this generally refers to the Federal
Funds Target Rate.

Basis point  : 1/100th of 1 percent.

Federal Funds Rate  : The rate that banks that are members of the Federal Reserve system charge on overnight loans to
one another. The Federal Open Market Committee sets this rate. Also referred to as the “policy rate” of the U.S. Federal
Reserve.

Fed fund futures  : A financial instrument that let's market participants determine the future value of the Federal Funds
Rate.

Nominal Treasury  : Rate on the treasury security not adjusted for inflation.

Curve  : Refers to the yield curve. Positioning on the yield curve is important to investors, especially during non-parallel
shifts.

Fixed income  : An investment security that provides a return in the form of fixed periodic payments and the eventual
return of principal at maturity.

Balance sheet  : refers to the cash and cash equivalents part of the Current Assets on a firms balance sheet and cash
available for purchasing new position.

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.

Treasury Bill  : A treasury bill (T-Bill) is a short-term debt obligation backed by the U.S. government with a maturity of
one month (four weeks), three months (13 weeks) or six months (26 weeks).
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