
FIXED INCOME ETFS: THEIR TIME HAS
COME
Kevin Flanagan — Head of Fixed Income Strategy

05/19/2020

Being an “old bond guy,” I’ve seen a tremendous transformation in how investors go about filling their fixed income
portfolios. Certainly, early in my career the vehicle of choice was individual bonds, but that approach gave way to the
bond fund manager. Indeed, the premise was that a professional bond manager would be able to navigate the fixed
investment landscape better than the investor could by themselves. The transformation process didn’t stop there, though.
Now, bond buyers are embracing a new vehicle: fixed income ETFs, where investors are witnessing firsthand how this
approach can meet their investment needs and bring much-needed diversification without a hefty price tag. 

I’ll be the first to admit, I love to read a good investment story. However, decades of experience have taught me to look
at the underlying numbers. Sure, everyone seems to be well informed on equity-related ETFs, but there has been a bit
more of an education process from the bond side of the equation.

Well, that education process appears to have accelerated in 2020. According to the latest flow data, of all the ETF
categories, fixed income has seen the largest influx thus far through the first week or so of May. That means fixed income
ETF inflows have been greater than they’ve been for U.S. equities, commodities or currency.

Why is this noteworthy? Well, the obvious reason is that up to now the lion’s share of conversations have usually revolved
around equity ETFs. But more importantly, the COVID-19 pandemic and attendant money and bond market reaction
have created an almost unprecedented landscape, perhaps only eclipsed by the financial crisis and Great Recession. Back
then, fixed income ETFs were not widespread by any means, but now that they are, investors are apparently starting to
feel that this vehicle is the most suitable choice for such a challenging environment.

By the way, bond investors in general are not the only market participants to see the value of fixed income ETFs…the Fe
deral Reserve (Fed) has seemingly jumped on board as well. As part of the Fed’s Secondary Market Corporate Credit Fac
ility (SMCCF), the policy makers announced their intention to purchase individual corporate bonds as well as U.S.-listed
corporate bond ETFs. According to the New York Fed’s announcement, these purchases were to begin May 12. Do you
know what vehicle the Fed chose to begin these purchases? ETFs, not individual bonds.

Bottom line: The next time you’re looking to review your asset allocation profile, when it comes to the fixed income
portion, ask yourself: Should I follow the Fed’s lead and utilize ETFs? Makes sense to me…

Unless otherwise stated, data source is Bloomberg, as of May 11, 2020.

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

Diversification  : A risk management strategy that mixes a wide variety of investments within a portfolio.

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