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with the calendar turning to October, 1investors are entering the final Tap of 2016.
Certainly, there was a lot to digest in the third quarter, as the money and bond markets
were faced with the potential fallout of the Brexit vote to begin the three-month period
and concluded it with a heavy dose of central bank policy decisions. Before embarking on
the homestretch, Tet’s take one Tlast Took at how Q3 panned out in the fixed dincome
arena. While we are going to focus our comparison on a quarter-versus-quarter
perspective, it should be noted that there was definitely volatility squeezed in between
the end of June and the end of September that did not necessarily get captured in the
final quarter-end results. Key Fixed Income Gauges

6/30/2016 973042016 Change

2-Year U.S. Treasury Note 0.58% 0.76% 18bps
10-Year U.S. Treasury Note 1.47% 1.59% 12bps
10-Year German Bund -0.13% -0.12% 1bps
10-Year JGB -0.22% -0.059% 13bps
Investment Grade Corporate Spread’ 156 138 (-18)bps
Investment Grade Corporate Yield® 2.88% 2.84% (-4)bps
High-Yield Corporate Spread® 554 480 (-114}bps
High-Yield Corporate Yield* 7.27% 6.17% (-110)bps

Sourcce: Bloombery, as of 10/01/2016. Past performance is not indicative of future
results. ¥ou cannot invest directly in an index.

'Represented by Bloomberg Barclays US Aggregate Corporate OAS Spread;
“Represented by Bloomberg Barclays US Aggregate Carporate Yield ta Worst,
“Represented by Bloomberyg Barclays US Corporate High Yield DAL Spread;

4 . : :
Represented by Bloamberg Barclays US Corporate High Yield Yield to Woarst. overseas in the sovereign

debt market, 10-Year German and Japanese yields remained in negative territory, although
for a brief post-European Central Bank meeting trade in September, bunds did cross over
the zero threshold back to the positive side of the Tedger. As the data in the table
clearly reveals, the 10-Year bund yield ultimately ended up Tittle changed. In Japan,
the 10-Year Japanese government bond yield also moved closer to zero in September before
finishing the quarter back 1in the negative area, registering a quarter-on-quarter
increase of 13 basis points (bps). The action 1in Japan’s sovereign debt market reflected
the Bank of Japan’s decision to try to steepen the yield curve by shortening the
duration of 1its quantitative easing (QE) program. In the U.S. Treasury (UST) market, the
post-Brexit flight to quality trade was of paramount importance to begin Q3 as the 2-
Year yield dropped to a low of 0.55% in early July and the 10-Year yield posted a new
all-time Tow of 1.36%. As domestic economic data continued to come 1in, revealing visible
improvement from earlier in the year, and the worst-case scenarios post-Brexit failed to
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materialize, safe-haven demand gave way to the fundamentals. In the process, Federal
Reserve (Fed) policy expectations were recalibrated (i.e., a rate hike is back on the
table). As a result, the UST 2- and 10-Year yields reversed course and rose roughly 30
bps and 40 bps, respectively, from their aforementioned Tows. Ultimately, the quarter-
on-quarter changes amounted to +18 bps and +12 bps, respectively. In the credit-
sensitive sector, both investment-grade (IG) and high yield (HY) spreads flattened to
their Towest readings since mid-2015. The most notable narrowing occurred in HY, where
spreads contracted by 114 bps. It 1is interesting to note that despite the increase in
UST yields 1in Q3, IG corporate yields actually fell 4 bps due to the narrowing in
spreads being more than the -increase in Treasury yields. conclusion Here 1in Q4,
besides the usual economic forces, dinvestors will once again be confronted with
potential monetary policy actions, and throw in a U.S. presidential election for good
measure. As we saw in the waning days of September, the risk-off trade can come back at
any unannounced moment, as concerns about Europe’s banks once again came to the fore.
Barring any further negative headlines on this front, economic data looks to be moving
to the front of the 1line for the fixed income arena. However, it would be prudent for
investors to expect the potential for a near-term reaction to the outcome of the U.S.
presidential election as well. with the Fed putting the markets on notice that the case
for a rate hike has strengthened, we would expect to see volatility return to the UST
market, as investors respond to incoming data with a “will they or won’t they?” mindset.

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 oOutlook

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)

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

Brexit : an abbreviation of “British exit” that mirrors the term Grexit. It refers to

Tevel.&nbsp.

sovereign Debt : Bonds issued by a national government in a foreign currency, in order
to finance the issuing country’s growth.

German 10-year bund : a debt dnstrument issued by the German government with an
original maturity of 10 years.

Japanese Government Bond (JGB) : A bond issued by the government of 3Japan. The
government pays interest on the bond until the maturity date. At the maturity date, the
full price of the bond is returned to the bondholder. Japanese government bonds play a

key role in the financial securities market in Japan.

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that 1is typically expressed annually as a percentage of the market or
face value.

Basis point : 1/100th of 1 percent.

Yield curve : Graphical Depiction of interest rates on government bonds, with the
current yield on the vertical axis and the years to maturity on the horizontal axis.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase
the money supply by buying government securities or other securities from the market.
Quantitative easing increases the money supply by flooding financial institutions with
capital, in an effort to promote increased lending and Tiquidity.

safe-haven : cCharacterized by being a potentially desirable focal point of investment

flows during periods of dincreased volatility and market risk. Safe-haven 1is not
synonymous with risk-free.

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

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.

Investment grade : An investment grade 1is a rating that signifies a municipal or
corporate bond presents a relatively low risk of default.

High Yield : sometimes referred to as “junk bonds,

these securities have a higher risk

spread : Typically refers to a difference between a measure of yield for one asset class

and a measure of yield for either a different subset of that asset class or a different
asset class entirely.
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Monetary policy : Actions of a central bank or other regulatory committee that
determine the size and rate of growth of the money supply, which 1in turn affects
interest rates.
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