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with the U.S. Treasury (UST) 10-Year note yield hitting its highest Tevel since 2011
earlier this month, investors have been asking if any buyers have emerged. As of this
writing, the answer would be yes, as the 10-Year yield actually dropped almost 20 basis
points over the last week or so. However, this blog post is not going to focus on that
most recent development. Instead, I want to turn your attention to a broader
perspective, namely what has been the trend for foreign buying of Treasuries.

I have frequently mentioned that one of the key factors behind the UST market outlook is
the prospect for rather sizeable increases in Treasury supply. This development has
certainly been playing out, as the nation’s debt managers have already announced two
separate increases in the amount of notes and bonds that will be auctioned this year,
with the Tatest occurring as recently as May 2. Naturally, that begs the question: will
there be sufficient buyers to avoid a potential rise in yields, or will higher yields be
needed to entice such buyers?
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Unfortunately, this burgeoning Treasury supply need is occurring against the backdrop of
one less, big, important buyer. No, not China-the Federal Reserve (Fed)! As a reminder,
the Fed commenced its balance sheet normalization plan back in oOctober and, thus far,
has continued right according to its previously announced script. As of this writing,

the Fed’s System Open Market Account (SOMA) has seen a drop of $104.7 billion! in total
holdings. of this amount, SOMA has witnessed a decline of $78.4 billion in Treasuries.
Assuming the Fed maintains its course, this figure will only increase throughout 2018
and beyond, with the UST peak drawdown slated to be $90.0 billion per quarter.
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Let’s get back to China. Contrary to popular belief, at Teast in the conversations I’ve
had Tlately, china’s holdings of Treasuries have actually been on the rise. The
accompanying table provides a clear illustration of this trend over the Tast 12 months.
To provide some perspective, through March (the latest data available), China purchased

nearly $100 billion in Treasuries.? In fact, China’s purchases represented 46% of the

overall annual increase in foreign holdings.3 How about two more additional fun facts? In
March, cChina’s UST holdings rose to a five-month high, and for 2017 as a whole, they
rose to the most they had in seven years.

conclusion

Admittedly, china’s UST holdings as a percentage of total foreign holdings has fallen
over the years. In July 2011, the peak reading hit 28% before falling to a low of 17.6%
in February of Tlast year. However, as I’ve outlined in this blog post, the trend has

been reversing, and the level through the end of Q1 has risen back up to almost 19%.%
Although it would seem improbable for this percentage to increase to the previous peak
reading anytime soon, in my opinion, fears of China Tliquidating its Treasury positions
are equally unfounded.

lsource: Federal Reserve, as of 5/24/18.

Zsource: U.S. Treasury, as of 5/24/18.
3source: U.S. Treasury, as of 5/24/18.
4source: U.S. Treasury, as of 5/24/18.

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)

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

U.S. 10 Year Treasury Note : A debt obligation issued by the United States government

Basis point : 1/100th of 1 percent.

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

System Open Market Account (SOMA) : An account that is managed by the Federal Reserve
Bank, containing assets acquired through operations in the open market. The assets in
SOMA serve as a management tool for the Federal Reserve’s assets, a store of liquidity
to be used in an emergency event where the need for liquidity arises, and as collateral
for the 1liabilities on the Federal Reserve’s balance sheet such as U.S. dollars 1in

circulation.
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