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Having spent a good portion of my career on a fixed income trading floor, I’ve always been appreciative of what “the
other side of the trade” means. Put simply, a specific sentiment often moves “front and center,” and investors fail to
factor in the possibility of an opposing viewpoint coming to fruition instead. Last week, I blogged about how the U.S. Tre
asury (UST) market seemed to be viewing a “blue wave” at the upcoming election as being potentially “pro-growth,”
which could lead to higher UST 10-year yields, accordingly. But, for this blog post, I’m going to examine the possibility
that a “blue wave” is not necessarily “growth-friendly” and how fixed income investors should plan for such an outcome. 

In our Market Insights: Election Outcomes piece, we outlined two possible outcomes from a “blue wave.” They are
somewhat polar opposites. In the scenario I want to focus on in this blog post, a “blue wave” results in a potentially
higher tax, an increased regulatory environment and a less “business-friendly” setting, which could ultimately result in
slower economic growth. 

However, there are two other key considerations. As I wrote last week, one common thread among these two opposing
scenarios is that “deficit discipline” will go completely out the window. In other words, it seems likely trillion-dollar
deficits for the U.S. will become the norm. For the record, for fiscal year 2020, the U.S. recorded a $3.1 trillion deficit. The
other common thread will be continued easy monetary policy from the Federal Reserve (Fed). Chairman Powell & Co.
have made it abundantly clear that rate hikes and/or balance sheet drawdowns will not be on the Fed’s radar for possibly
the next two years, at a minimum.

So how would the UST market view this scenario? More than likely, the broader UST market could initially be the
beneficiary of a “risk-off” move (yields move lower), as investors weigh the prospects of higher taxes and increased
regulation occurring against the backdrop of an already uncertain growth outlook. However, looking further down the
road, the expanding budget deficit could curb enthusiasm for intermediate to longer-dated Treasuries. Another
consideration for this part of the yield curve could be a rise in inflation expectations due to the Fed’s “pedal to the
metal” monetary policy approach.

Potential Fixed Income Solution

If the UST market does embrace “the other side of the trade,” investors should take a more “strategic” approach to fixed
income asset allocation and be mindful of the current and prospective shape of the yield curve (relatively flat now,
potentially steeper later). A core approach with a shorter duration to consider is the WisdomTree Yield Enhanced U.S. Sh
ort-Term Aggregate Bond Fund (SHAG). This strategy offers investors the following key attributes:

The opportunity for enhanced yield in a historically low rate setting

An investment-grade core solution that doesn’t reach for yield with riskier assets or increased leverage

A short-duration strategy to potentially mitigate the risks of higher intermediate and/or longer-dated yields 

Unless otherwise stated, all data sourced is Bloomberg, as of October 16, 2020.

Important Risks Re lated to th is Art ic le   

There are risks associated with investing, including 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
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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 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

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.

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.

Growth  : Characterized by higher price levels relative to fundamentals, such as dividends or earnings. Price levels are
higher because investors are willing to pay more due to their expectations of future improvements in these fundamentals.

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.

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

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.

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.

Risk-on/risk-off  : refers to changes in investment activity in response to perceived risk. During periods when risk is
perceived as low, investors tend to engage in higher-risk investments. When risk is perceived as high, investors tend to
gravitate toward lower-risk investments.

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.

Inflation  : Characterized by rising price levels.

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.
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