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One of the linchpins supporting the U.S. Treasury (UST) market in recent years has been

the relative yield advantage against the rates that have existed among the sovereign deb

t of other G7 nations. In the post-U.S. presidential election landscape, fixed income

investors have witnessed a back-up in G7 government bond yields on a global basis, and

questions have arisen as to whether said advantage would remain a key contributor to the

UST market outlook in 2017, now that the “zero rate club” has shrunk. The best way to

answer this query is to examine just who exactly has been buying and who’s been selling,

with the first data point looking at developments from the foreign perspective.

 

Each month, the Treasury Department releases statistics on this front, but it should be

noted that the actual data are provided with a one-month lag. Thus, the latest report

did not provide any fresh details on how 2017 got started, but it does offer interesting

information for calendar year 2016. The report itself is called Treasury International

Capital data, or TIC, as it is known in fixed income trading circles, and includes the

figures for “Major Foreign Holders of Treasury Securities.”

 

Major Foreign Holders of U.S. Treasuries Dec. 2015Major Foreign Holders of U.S. Treasuries Dec. 2015

Major Foreign Holders of U.S. Treasuries Dec. 2016Major Foreign Holders of U.S. Treasuries Dec. 2016
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In terms of total foreign holdings of U.S. Treasuries, last year witnessed a decline of

$142.3 billion, following on the heels of 2015’s modest $11.5 billion shortfall. For the

record, as recently as 2014, foreign UST holdings surged by nearly $365 billion. It

should be noted that the result was a bit of a tale of two cities. Specifically, the

first half of the year witnessed a net increase through June, while the second half of

the year came in on the negative side of the ledger.

 

Clearly, when this topic is discussed, the focus goes directly to Mainland China, and

last year offered market participants some definite fodder for that discussion. China’s

UST holdings fell a hefty $188 billion in 2016, officially dropping the country to

number two on the list, behind Japan. As a result, China’s share of the total foreign

tally declined to 17.6% (18.2% for Japan), versus a reading of a little over 20% in

2015, and the lowest figure since 2006. To provide some perspective regarding this

development, a peak reading of 28% was recorded in 2011. 

 

Interestingly, UST purchases in Europe were on an upward trajectory. Net buying was

observed in Ireland, the UK, Germany, the Netherlands and Italy. In fact, Ireland is now

number three on the overall list in terms of total holdings, behind only Japan and

China, albeit by a rather large margin. Also in the plus column of note were South Korea

and Canada. As a note, in the pie charts, we lump the Cayman Islands, Switzerland,

Luxembourg and Belgium together because, according to Treasury, they are considered

countries/areas where Treasuries are sometimes held in custody on behalf of other

nations. For the record, this grouping saw an increase of roughly $34 billion last year.

 

ConclusionConclusion

 

Back to our original question: What does it all mean for the broader UST market?

Although global fixed income investors may look more inward to their own nations’

sovereign debt, now that rates have risen, Treasuries still maintain a relative yield

advantage, as witnessed by the fact that the spread between the UST 10-Year Note and the

comparable-maturity German bund is at its widest since 1989. In addition, reports have

surfaced suggesting that domestic demand in the U.S. has picked up, especially from

liability-driven investors such as pension funds and insurance companies. In our

opinion, UST market trends in the months ahead will be predicated on the factors

investors have witnessed to date U.S. fiscal policy and how it could impact the

economic/inflation backdrop, Federal Reserve policy considerations, and let’s not

forget, the elections within the eurozone that will begin next week.

  

 

Important Risks Related to this ArticleImportant Risks Related to this Article

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.

Foreign investing involves special risks, such as risk of loss from currency fluctuation

or political or economic uncertainty.  

 

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
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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 INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

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

from a security that is typically expressed annually as a percentage of the market or

face value.

Sovereign DebtSovereign Debt  : Bonds issued by a national government in a foreign currency, in order

to finance the issuing country’s growth.

G7G7  : The Group of 7 is a group consisting of Canada, France, Germany, Italy, Japan, the

United Kingdom, and the United States.

SpreadSpread  : 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.

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

that matures in 10 years.

MaturityMaturity  : The amount of time until a loan is repai.

German bundsGerman bunds  : A debt security issued by Germany’s federal government, which is the

German equivalent of a U.S. Treasury bond.

InflationInflation  : Characterized by rising price levels.
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