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As we put “pen to paper” for this blog post, U.S. Treasury (UST) 10-Year yields have
fallen to Tevels not seen since right after Election Day. An obvious question comes to
mind: Can this declining trend be sustained through Q4, and if so, where are the buyers
going to come from?

Certainly, one visible buyer of Treasuries, the Federal Reserve (Fed), may be on the
verge of paring back its purchases in the not-too-distant future. Indeed, if all goes
according to the Fed’s plan, the U.S. central bank will announce at next week’s FOMC
meeting that it 1is going to start down the balance sheet normalization path, beginning
the process in October.

Major Foreign Holders of U.S. Treasuries-June 2017

50
; 1.1
0 I . || |

> o S N o » > 3
& @ @ﬁ & & csz-‘q’e & & F
=3 & &‘:‘;

o &

Billions of dollars
'l" i ] i
8 & 3 I

B

o
0-\
Year-over-Year Change

Source: U.S. Treasury/Federal Reserve Board, as of BM5M7. Past performance is not indicative of
future results.

Some perspective is needed here in order to determine just what the UST market could be
facing in the months and quarters ahead. According to the Fed’s addendum to its Policy
Normalization Principles and Plans released following the 3June FOMC meeting, the
approach will be to start Treasury paydowns

at $6 billion per month “and will dincrease in steps of $6 billion at three-month
intervals over 12 months until it reaches $30 billion per month.” Got that? Translation:
$18 bilTlion in Q4, going up to as high as $90 billion per quarter a year later.

Back to who’s going to pick up the Fed’s slack. More often than not, the reply that
investors give me 1is this: How about foreign purchasers? The Tlatest data from the
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Treasury on this front did reveal that china has, once again, resumed its perch at the
top. To be sure, back in October, china had relinquished the No. 1 position to Japan,
with its share of total foreign holdings bottoming out at 17.6% in December, the Towest
figure since 2006. For the record, a peak reading of 28% was recorded in 2011, while the
current tally has nudged back up to 18.6%.

on a year-over-year basis, cChina’s UST holdings actually declined by nearly $95.0
billion. In fact, total foreign holdings fell by about $110.0 billion, with Japan down
$56.3 billion, and the cayman Islands/Switzerland/Luxembourg/Belgium grouping (countries
and areas considered to be custody holders for other nations) dropping $80.9 billion.
The only notable buyers were Saudi Arabia ($+44.6 billion) and the UK/Ireland ($+38.6
billion).

The news is not all bad though. Through the first six months of 2017, there have been
some notable reversals. To provide some perspective, total holdings are up $165.0
billion, with china in the plus column at $88.1 billion. 1Interestingly, 3Japan is
unchanged.

conclusion

Until a couple of years ago, market participants probably thought that foreign investors
would more often than not help fill the hole the Fed could be producing. However, recent
data suggests foreign UST buying can be volatile and not necessarily something to depend
on to fill the pending gap coming from the Fed paydowns.

Unless otherwise noted, data source is U.S. Treasury, as of August 15, 2017.

Important Risks Related to this Article

Fixed income -investments are subject to interest rate risk; their value will normally
decline as 1interest rates rise. In addition, when dinterest rates fall, dincome 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 1is 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. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)
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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

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.

Treasury yield : The return on 1investment, expressed as a percentage, on the debt
obligations of the U.S. government.

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Federal Open Market Committee (FOMC) : The branch of the Federal Reserve Board that

determines the direction of monetary policy.
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