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While fixed income investors received a nice gift from the Federal Reserve in the final quarter of 2023, we think a better
way to assess total returns is looking at the cumulative impact of Fed Rate hikes. On March 17, 2022, the Fed kicked off a
dramatic tightening cycle from zero to 5.25%–5.50% in order to bring down inflation. In recent weeks, the focus seems to
have shifted from rate hikes to rate cuts. What has this meant for markets? In part two of this series, we assess the risks in
fixed income markets and discuss some of our best ideas for 2024.

Glass Half-Empty or Half-Full?

The great thing about fixed income investing is that returns often exhibit a center of gravity around yields. At the start of
the Fed rate hike cycle, yields were near all-time lows. What ensued was one of the most challenging environments for
fixed income investors in history. Today, we’re still at some of the highest yields we’ve seen in quite some time.
Unfortunately, returns in all flavors of fixed income have underperformed cash. While we know that bond returns are
inversely correlated with interest rates, returns since the Fed started hiking have resulted in meaningfully negative returns
for core holdings like the Bloomberg U.S. Aggregate Bond Index (Agg). High yield generally outperformed on account of
tightening credit spreads and a shorter duration than investment-grade benchmarks like the Agg.

Fixed Income Performance: 3/17/22–2/7/24

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

Drivers of Return

Bond yields across the yield curve remain higher than when the Fed started hiking. This means interest rate risk has not
added value over this period. However, we feel confident that the max drawdown for fixed income has passed. The
question now is how much to extend duration. This is tricky given the yield curve is still inverted, meaning that any bet in
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longer duration has a timing element of when yields will fall. With hindsight, we know that 5% was a good time to invest
in 10-year Treasuries, but what about today? In our view, maintaining a shorter duration position could pay off should the
Fed not cut rates as aggressively as the market is hoping. In the meantime, investors derive a carry benefit by investing at
shorter tenors.

Impact of Credit

With equity markets around the world near all-time highs, it should be no surprise that credit spreads are at some of the
tightest levels of the cycle. With concerns about credit generally subdued, we still like being over-weight. However, high
yield may require a slightly more defensive positioning. Investors in index-based high-yield strategies are effectively
betting that credit conditions will continue to improve. While this is possible, it also exposes investors to returns that are
more correlated to risk markets like equities.

U.S. Credit Spreads: 3/17/22–2/7/24

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

Top Ideas

While we continue to be strong proponents of the WisdomTree Floating Rate Treasury Fund (USFR) , investors looking to
extend duration in a risk-conscious manner should also consider the WisdomTree U.S. Short-Term Corporate Bond Fund 
(SFIG). While the long end may be susceptible to bouts of volatility from the Fed, we view the shorter end of the curve as
a comparatively safer bet. Additionally, while credit may not necessarily be cheap, we believe that our fundamental
approach can add value should fundamentals begin to deteriorate. At 100 basis points over Treasuries, we think
investment-grade corporates at the short end of the curve have the potential to outperform cash with only incremental
risk in 2024.

Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

There are risks associated with investing, including the possible loss of principal.

USFR: Securities with floating rates can be less sensitive to interest rate changes than securities with fixed interest rates,
but may decline in value. Fixed income securities will normally decline in value as interest rates rise. The value of an
investment in the Fund may change quickly and without warning in response to issuer or counterparty defaults and
changes in the credit ratings of the Fund’s portfolio investments. Due to the investment strategy of this 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.

SFIG: 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. While the Fund attempts to limit credit and counterparty exposure, the value of an
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investment in the Fund may change quickly and without warning in response to issuer or counterparty defaults and
changes in the credit ratings of the Fund’s portfolio investments. Please read the Fund’s prospectus for specific details
regarding the Fund’s risk profile.

 

For the top 10 holdings of USFR please visit the Fund's fund detail page at https://www.wisdomtree.com/investments/etf
s/fixed-income/usfr

For the top 10 holdings of SFIG please visit the Fund's fund detail page at https://www.wisdomtree.com/investments/etf
s/fixed-income/sfig

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

+ Focus on the Fed Series: Taking Stock of Fixed Income

+ Fed Watch: Not So Fast, My Friend

Related Funds

+ WisdomTree Floating Rate Treasury Fund

+ WisdomTree U.S. Short-Term Corporate Bond Fund

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

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.

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.

Rate Cut  : A decision by a central bank to reduce its main interest rate, usually to influence rates charged by other
financial institution.

Bloomberg Aggregate Bond Index  : The Bloomberg Aggregate Bond Index or "the Agg" is a broad-based fixed-
income index used by bond traders and the managers of mutual funds and exchange-traded funds (ETFs) as a benchmark
to measure their relative performance.

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