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Key Takeaways

e Rates in the U.S. credit market are expected to stay higher for longer, regardless of the actions of the
Federal Reserve.

e U.S. corporate bonds have been considered expensive due to narrowing spreads, with invest-
ment-grade spreads declining by over 40 basis points and high-yield differentials falling by roughly
140 basis points.

e The current spread levels in the U.S. credit market are not unusual, as there have been previous
periods when corporates have traded at similar or even lower levels.

While the money and bond markets continue their Fed-watch saga, there is one constant that we have
been emphasizing for the fixed income landscape: a new rate regime. An integral aspect of this investment
setting is that, despite what the Federal Reserve may or may not do, rates appear to be on course for
staying higher for longer.

Against this backdrop, investors have been trying to determine where should they allocate funds in the
fixed income universe, specifically within the U.S. Typically, one can break down the bond market into two
distinct sectors: interest sensitive and credit sensitive. I've been spending a good amount of time in recent
blogs posts and podcasts on the interest-sensitive side of the equation, so | thought it would be prudent
to address trends for U.S. credit.

Investment-Grade Spread (RS) vs. High-Yield Spread (LS)

https://www.wisdomtree.com/us/insights/blog/us-credit-were-not-in-uncharted-territory
WISDOMTREE



WISDOMTREE BLOG

20.0 7.0
18.0
60 —
16.0 (-
= = -
£ 140 50 &
ﬂ | %
e 120 . by
= n i N
w 10.0 b
ﬂ 1=
— (L]
2 80 3.0 ?
' =T
&® 6.0 20 E
- o . g}
4.0 =
10 E
2.0
0.0 0.0

o o . R . . R

PR PRA PR PPN PPN FR P DD D HD DD DD P AL AN

L5 I R - ,{\\ ,b\:\ _,5'\'\
BNy

s
o &

|<\ 2 2 "'\.'J:'CI"\. "'\.'J:\_-\ i {'{"‘\ ) J:{'\ "'\""'\ '\"'\ "\"\r{\f "'\._'\
BB BT BT BT BT NPT N B BT BT BT B Y BY G BT BT B BT BT DY BT DT B B Y B T
e High-Yield Spread e——=Investment-Grade Spread

Source: Bloomberg, as of 5/23/24. Investment-Grade Spread = Bloomberg U.S. Agg Corporate Average Option-Adjusted Spread.
High-Yield Spread = Bloomberg U.5. Corporate High-Yield Average Option-Adjusted Spread.

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

A key gauge in measuring relative value in U.S. corporate bonds is to look at spread relationships when
compared to Treasury securities. These differentials can help determine where current corporate bond
yields may reside in relation to historical levels. This analysis applies to both the investment-grade (IG)
and high-yield (HY) universes. For reference, a narrow spread is often viewed as a sign that corporates
could be leaning toward being expensive, while a wider differential would be viewed as the opposite, or
comparatively cheap.

Throughout the better part of this year, there has been a sense among investors that U.S. corporate bonds
appear to be more on the expensive side of the ledger due to the fact that both IG and HY spreads have
been visibly narrowing since late October. To provide some perspective, IG spreads have declined over
40 basis points (bps) while HY differentials have fallen roughly 140 bps, as of this writing. Their current
respective levels of 87 bps and 300 bps places them at the lower end of historical ranges.

This is where things get interesting. To listen to some of the current narrative on the subject, one could
be forgiven for thinking the current readings are an unusual development. However, as the above graph
illustrates, 1G and HY spreads are definitely not in uncharted territory. In fact, there have been a variety of
periods in the past when corporates have traded at these levels, and in some cases, even lower.

While I'd be the first to admit that, based on current spread levels, U.S. credit is not necessarily cheap, the
resilient economy and somewhat favorable fundamentals seem to suggest they are not necessarily overly
expensive either. In fact, using history as our guide, as long as the economy doesn't fall of the cliff anytime
in the months ahead, IG and HY spreads could continue to trade in their present respective ranges, but we
would emphasize a quality-screened approach. In fact, if the fundamental backdrop can be maintained,
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one could potentially argue that a notable re-widening in spreads could be viewed as a buying opportunity,
as we saw in pre-Covid trading.

Conclusion
For investors looking to allocate to U.S. credit, here are two quality-screened solutions to consider:

e The WisdomTree U.S. Short-Term Corporate Bond Fund (SFIG): A means of taking advantage of the
inverted yield curve and potential for Fed rate cuts

e The WisdomTree U.S. High Yield Corporate Bond Fund (WFHY): A core-plus solution that aligns
favorable fundamentals with income needs
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Important Risks Related to this Article

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. While the Fund attempts to limit credit and counterparty exposure, 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. Please read the Fund'’s
prospectus for specific details regarding the Fund’s risk profile.
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