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Through the first nine months of the year, the global fixed income markets continued to defy the odds. Indeed, year-to-
date, a variety of bond arenas have posted visible positive performances, continuing the trend that investors have been
accustomed to for almost two years now. The more important question is whether this past performance can be
maintained in the months ahead, or is the global bond market rally finally running on empty?

 

The emerging market (EM) debt space continued in the top spot, experiencing the best performance in the fixed income
universe through the third quarter and building on the positive momentum that was seen for 2016. To be sure, EM local
debt has produced a total return of +14.28% (J.P. Morgan Government Bond Index – Emerging Markets Global
Diversified Index), after posting nearly +10% for all of last year. Interestingly, EM local debt performance has improved
with each passing three-month period in 2017, starting in Q1 at +6.50% and posting a +10.36% total return through Q2.
Some of the key reasons behind this performance have been fundamental improvements in EM countries combined with
a less hostile U.S. rate setting. Although the Federal Reserve (Fed) lifted rates in March and June, as well as announcing
balance sheet normalization in September, U.S. Treasury (UST) 10-Year yields (as of this writing) have actually fallen this
year, helping support the EM local debt arena accordingly.

 

Total Returns

The U.S. corporate bond market managed to come in on the plus side of the ledger as well through Q3, although in the
case of high yield (HY,)  the return has not lived up to last year’s experience. This should come as no surprise to fixed
income investors, however, as calendar year 2016 represented a stellar display for both the investment-grade (IG) and HY
sectors. To provide some perspective, as measured by the Barclays U.S. Corporate High-Yield Total Return Index
Unhedged, HY produced a positive reading of 7.00% following a very robust increase of 17.13% in 2016. In the IG
corporate market, according to the Barclays U.S. Aggregate Corporate Total Return Value Unhedged Index, the IG
sector registered a gain of 5.18% after finishing 2016 with a positive performance of 6.11%. 

 

Perhaps the biggest surprise in the fixed income arena has been in the interest-sensitive side, specifically the U.S.
Treasury (UST) market. Despite the fact that the Fed has implemented two rate hikes this year, with one more expected in
December, UST yields have not surged higher, or in the case of the 10-Year maturity, the yield has actually fallen 30 basis
points (bps) from its pre-March FOMC high-water mark through quarter-end on September 30. The 2-Year yield, typically
more sensitive to Fed rate hike developments, has risen by only about 10 bps during the aforementioned time frame. As
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a result, these UST returns also managed to record positive showings of 0.54% and 2.41% for the 2-Year and 10-Year
(utilizing the Citi 2-Year and 10-Year Treasury Benchmark On-the-Run Index), respectively. 

 

Conclusion

 

How do we finish 2017? As I’ve discussed in prior blog posts, geopolitical headlines, specifically as they pertain to North
Korea, will unfortunately remain an influence, especially for safe-haven assets such as Treasuries. Obviously, the
legislative session in Washington, D.C., will no doubt carry the potential to move fixed income yields in a visible way as
well. To be sure, the tax reform/tax cut debate and budget negotiations are now on the “shot clock” if they are to be
resolved before year-end. Or will those issues get pushed back as 2018 trading considerations? Don’t forget that the Fed
and other global central banks, as monetary policy makers, could be making Q4 headlines as well. Given the returns
investors have witnessed thus far this year, the starting point going forward probably makes it difficult to build upon the
Q3 year-to-date performance. In the opening weeks of Q4, returns have been either little changed or slightly negative,
but more than two months are left in the period.

 

Unless otherwise noted, data source is Bloomberg, as of October 13, 2017. 

Important Risks Re lated to th is Art ic le   

Fixed income investments are subject to interest rate risk; their value will normally decline as interest rates rise. In
addition, when interest rates fall, income may decline. 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.

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

Emerging market  : Characterized by greater market access and less potential for operational risks when compared to
frontier markets, which leads to a larger base of potentially eligible investors.

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

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.

10-year government bond yield  : Yields on the 10 year government debt security.

Corporate Bonds  : a debt security issued by a corporation.

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

Investment grade  : An investment grade is a rating that signifies a municipal or corporate bond presents a relatively
low risk of default.

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.

Basis point  : 1/100th of 1 percent.

Federal Open Market Committee (FOMC)  : The branch of the Federal Reserve Board that determines the direction of
monetary policy.

Citi 2-Year Treasury Benchmark On-the-Run Index  : Total return index for the Generic United States on-the-run 2-Year
Treasury. Data is updated on the 1st day of the month for the last business day of the previous month and is final on that
day. Index updates monthly subject to the existence of appropriate bonds for the specified period.

Citi 10-Year Treasury Benchmark On-the-Run Index   : Total return index for the Generic United States on-the-run 10-
Year Treasury. Data is updated on the 1st day of the month for the last business day of the previous month and is final on
that day. Index updates monthly subject to the existence of appropriate bonds for the specified period.

Safe-haven  : Characterized by being a potentially desirable focal point of investment flows during periods of increased
volatility and market risk. Safe-haven is not synonymous with risk-free.
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