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Key Takeaways

e In the first half of 2025, the Bianco Research Fixed Income Total Return Index outperformed the
Bloomberg U.S. Aggregate Index by 39 basis points, extending its lead from 2024 and placing it in
the 26th percentile among core bond funds.

«  WTBN’s active management strategy, highlighted by tactical duration shifts and emerging markets
exposure, demonstrates how skilled bond selection can exploit inefficiencies missed by passive
benchmarks.

e With long-term yields aligning with nominal gross domestic product (GDP) expectations, investors
should note that politically driven rate cuts could, ironically, push yields higher, reinforcing the value of
WTBN'’s discretionary, fundamentals-based approach.

As we've hit the halfway mark of 2025, it's a good moment to check in on one of the strong performers

in our fixed income lineup: the WisdomTree Bianco Total Return Fund (WTBN). In this post, we'll walk
through some key insights from Bianco Research Advisors' Mid-Year Update. We'll start with a look at
how the Bianco Research Fixed Income Total Return Index, and the WTBN ETF that tracks it, have been
performing. Then we'll dig into why active management has been working well in today's bond market, how
to think about the "fair value" of bonds and what political pressure for rate cuts might mean going forward.

Robust Performance in the First Half of 2025

The first half of 2025 has been a strong period for both the Bianco Research Fixed Income Total Return
Index and WTBN. Over this period, the Bianco Index outpaced the Bloomberg U.S. Aggregate Index by
39 basis points, adding to an already strong showing in 2024, when it beat the Bloomberg benchmark by
146 basis points.

Figure 1: Bianco Research Fixed Income Total Return Index vs. Bloomberg U.S. Aggregate In-
dex—Total Return Comparison
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Bianco Total Return Index Versus the US Aggregate Index
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Sources: Bloomberg, Bianco Research L.L.C. as of 07/03/25. Past performance does not guarantee
future results. One can not invest directly into an index.

So, what's been driving this strong performance? Two key moves contributed the most. Bianco Research
Advisors take a discretionary approach to managing the index, using targeted "tilts" by adjusting weightings
across various factors. One major contributor to the year-to-date outperformance was the decision at the
March meeting to lower the index's duration to 90% of the benchmark, right around the time the 10-Year
Treasury yield hit its lows for the year. Another smart call was a timely allocation to the WisdomTree
Emerging Markets Local Debt Fund (ELD) just ahead of Liberation Day, which benefited from ongoing
weakness in the U.S. dollar.

But the strong results didn't stop at the index level. The strategy also outperformed a large share of its
peers, as reflected in its Morningstar ranking.

Figure 2: WTBN Morningstar Percentile Rankings
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Total Return % 2024 1-Year
Investment (Price) 2.18 6.64
Investment (NAY) 2.24 6.43

Category (NAV) 167 5.98

Index (Price) 1.36 6.01

Percentile Rank 19% 21%
# of Invest. in Cat. 470 419

Category Name Cl Cl

Tax Adjusted Returns % 0.84 4.96
Percentile Rank (Tax) 13% 13%

Source: Morningstar, as of 6/30/25. Tax Adjusted Returns% = Considers the impact of taxes on distributions
(such as dividends and capital gains) for a hypothetical investor in the highest federal tax bracket. The
process follows SEC guidelines. (State and local taxes are NOT considered). Cl = Core Bond funds invest
primarily in investment-grade US fixed-income issues including government, corporate, and securitized
debt and hold less than 5% in below-investment-grade exposures. Morningstar, Inc., 2019. All rights
reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers;
(2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither
Morningstar nor its content providers are responsible for any damages or losses arising from any use of
this information. Past performance, rankings and ratings are no guarantee of future results. The % of Peer
Group Beaten is the funds' total-return percentile rank compared to all funds within the same Morningstar
Category and is subject to change each month. Regarding ranking of funds, 1 = Best. Performance

is historical and does not guarantee future results. Current performance may be lower or higher than
quoted. Investment returns and principal value of an investment will fluctuate so that an investor's shares,
when redeemed, may be worth more or less than their original cost. For the most recent month-end and
standardized performance, click here.

Morningstar places WTBN in the core bond fund category, alongside roughly 430 other funds. Its 2024
results were even strong, landing in the 13th percentile and beating 87% of the category. That kind of
consistent outperformance highlights WTBN's edge in the actively managed bond fund space.

The Efficacy of Actively Managed Bond Funds
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There's a widespread belief that actively managed funds—especially in the equity space, have a tough time
consistently beating their benchmarks, like the S&P 500. But fixed income tells a different story. According
to the S&P's semi-annual "Index vs. Active" (SPIVA) report, fixed income managers often buck that trend.
While only a small number of equity managers manage to outperform their benchmarks over time (even
across 15-year horizons), a much larger share of bond fund managers either outperform or come very
close.

Figure 3: SPIVA Report—Active vs. Passive Bond Fund Performance

S&P Dow Jones
Indices
AGHaon of BF Gtn

Percentage of Funds that Outperformed Their Benchmark
As of: December 31, 2024

Asset Class Fund Category Comparison Index 1 Year 3 Year 5 Year 10 Year 15 Year
U.5. Equity All Large-Cap S8P 5008 35% 15% 24% 16% 1%
U.S. Equity All Domestic S&P Composite 15008 2% 12% 15% 10% 79
U.5. Equity Global Funds S&P Werld (USD) 16% 9% 12% 10% 8%
U.5. Equity Intemational Funds S&P Weord Ex-U.S. Index (USD) H% 2% 18% 15% 12%]
U.S. Fixed Income  Investment-Grade Short & Intermediate  iBoxx § Overall 1-8Y BA% T9% 7T1% 48% 27%
U.5. Fixed Income  General Municipal Debt S&P National AMT-Free Municipal Bond BT% 16% 20% 33% 41%
U.5. Fixed Income  General Investment-Grade iBoxx § Liquid Investment Grade 70% B6% 42% 18% 10%

Source: S&P Global, as of 12/31/24. Past performance does not guarantee future results. One cannot
invest directly into an index.For definitions of the terms in the chart above, please visit the glossary.

So why the difference between equity and bond fund performance? In the equity world, the biggest names
in the index are usually top-tier performers. Think of the Magnificent 7 stocks. To beat the index, active
equity managers would need to be heavily concentrated in those few high fliers, which most aren't. The
bond market, on the other hand, is a different story. The largest positions in bond indexes often include
what you might call the "problem children,” highly indebted companies, low-yielding mortgage securities or
countries burdened with too much debt. This is where active management really shines. Bond managers
who can spot these potential trouble spots and steer clear of them often have a meaningful edge. And the
consistent outperformance we see from many active bond managers supports that approach.

Understanding Bond Fair Value

The 10-Year Treasury yield has historically followed the year-over-year growth rate of nominal gross
domestic product fairly closely. Since markets are forward-looking, they tend to anchor on forecasts for
nominal GDP in the year ahead. One reliable source for these projections is the Philadelphia Federal
Reserve's survey of professional forecasters. Interestingly, the gap between forecasted and actual nominal
GDP growth is typically quite small, averaging close to zero, which suggests these forecasts are generally
pretty accurate.

Figure 4: 10-Year Treasury Yield vs. Forecasted Nominal GDP Growth
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Sources: Bloomberg, Bianco Research L.L.C., as of 3/31/25.

By comparing the Philadelphia Fed's one-year forward forecast for nominal GDP with the 10-Year Treasury
yield, we can get a sense of whether current yields are in line with economic expectations. As of Q1 2025,
the forecast called for 4.61% nominal GDP growth, while the 10-Year yield was around 4.28%. That puts
today's yield, sitting in the 4.40% to 4.50% range, right in line with where it should be. In other words, it's
neither too high nor overly restrictive given the current outlook

To dig a bit deeper, looking at real yields, the 10-Year Treasury yield minus year-over-year inflation as
measured by Consumer Price Index, helps explain gaps between nominal yields and nominal GDP
forecasts. Historically, when the 10-Year yield has run above expected nominal GDP, it's been during
periods of high, positive real yields. On the flip side, when yields lag behind GDP forecasts, real yields
tend to be low or even negative. This pattern also shows up in the market for Treasury Inflation-Protected
Securities (TIPS), which are widely seen as a gauge of the market's view on real yields. The close alignment
between actual real yields and TIPS yields confirms that TIPS offer a solid read on both current and
expected real rates. As of now, the real 10-Year yield is around 1.9%, right in line with its long-term average.

Figure 5: Real Yields vs. TIPS—Tracking Inflation-Adjusted Bond Returns
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Expected Nominal GDP Growth and 10-Year Yield

14% M 10-Year Yield
M Expected Nominal GDFP Growith

|l T

| H|||HIH|I ||||||‘||!i||||||....[||||||""" '||'||||||||]||”|"|||“|”||“‘l

Expected Nominal GDP Growth Rate
less the 10-year Yield

1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

Sources: Bloomberg, Bianco Research L.L.C., as of 3/31/25.

What Happens if the Fed Cuts Rates under Political Pressure?

Ironically, calls from President Trump for the Fed to cut interest rates could end up pushing long-term yields
higher, even though that might seem counterintuitive at first. But history shows this dynamic clearly. Take
last year, for example: after the Fed began cutting rates, long-term yields didn't follow suit, they actually
jumped sharply, with the 10-Year yield seeing one of its biggest increases in six decades. The reason is
simple—yields aren't just set arbitrarily. They reflect underlying fundamentals like inflation expectations,
economic growth prospects and government borrowing needs, all of which are captured in nominal GDP.
If policy rates are cut too aggressively and fall out of sync with these fundamentals, markets may respond
by pushing long-term yields up, not down.

Figure 6:Market Response to Fed Rate Cuts—Long-Term Yield Movements
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Cumulative Change in 10-Year Yields After the Fed Starts Cutting Rates
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Concluding Remarks for Prudent Fixed-Income Investors

The Bianco Research Fixed Income Total Return Index and WTBN have delivered strong results in the first
half of 2025, outperforming both the broad market benchmark and a majority of their peers, continuing a
track record of consistent success. This performance highlights the value of active management in the bond
market, where spotting and steering clear of potential trouble spots can make a meaningful difference, in
sharp contrast to the equity landscape.

For fixed income investors looking for a strategy that can skillfully navigate today's complex bond
environment, the Bianco Research approach, reflected in WTBN, stands out. With its discretionary,
research-driven process, WTBN offers a thoughtful way to add active bond exposure to a well-diversified
portfolio.
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Important Risks Related to this Article

There are risks associated with investing, including the 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. The Fund
invests in the securities included in, or representative of, its Index regardless of their investment merit, and
the Fund does not attempt to outperform its Index or take defensive positions in declining markets. Please
read the Fund’s prospectus for specific details regarding the Fund’s risk profile.
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