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The Toudest argument we’ve heard for a prolonged pullback in bond yields in the Uunited
States (and around the world) has been the emergence of so-called “crossover buyers.” In
this scenario, investors from Europe and Japan, disillusioned by the low yields in their
respective domestic markets, seek out the comparatively higher yields of U.S. bonds.
while we take some dissue with the simplicity of this argument, we fully admit that
global competition for capital drives markets. However, with the U.S. poised to hike
rates this year, we believe that other markets may provide more dintriguing
opportunities. In our view, two underappreciated alternatives for foreign capital may be
found 1in Australia and New Zzealand. 1In this blog post, we review our top three
considerations for investors looking to understand risks and rewards in Aussie and Kiwi
debt. #1 - All1-In Yields In the table below, we compare five-year government bond
yields from major developed markets around the world. Topping the Tist are New Zealand
and Australia, followed by the U.S. and U.K. However, the U.S. and U.K. are both
forecast to hike interest rates this year. From a relative value perspective, Australia
offers yields that are over three times Tlarger than Spain’s yields. In New Zealand, bond

yields are more than five and a half times larger than those in Italy. ! while the u.s.
tends to be mentioned most frequently as an alternative to negative yielders in Europe,
current valuations in Australia and New zealand appear compelling-based solely on income

potential. Five-Year Government Bond Yields: G-10 and Investment-Grade Europe
New Zealand 3.21
Australia 1.89
United States 1.49
United 1.22
Norway 0.79
Canada 0.72
Italy 0.57
Spain 0.57
Ireland 0.26
Sweden 0.18
Japan 0.05
France 0.05
Belgium 0.01
Finland -0.04
Austria -0.05
Netherlands -0.05
Germany -0.09
Denmark -0.35
Switzerland -0.47

Source: Bloomberg, as of 2/28/15.

Greece and Portugal were excluded due to non-investment grade credit ratings. L.
For definitions of terms and Indexes
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in the chart, visit our glossary. #2 - Interest Rate Risk As we mentioned above, the
Federal Reserve (Fed) and the Bank of England are both expected to hike interest rates

at some point in 2015.2 while the timing of these hikes remains uncertain, the assumption
is that both of these central banks will hike rates before the central bank of either
Australia or New Zealand does so. In fact, the Australian central bank has shown some

willingness to actually cut rates in the coming months.3 In New zealand, after four
consecutive 25-basis-point (bp) hikes in 2014, policy makers are shifting to a wait-and-
see approach. with short-term interest rates higher than 1in many emerging market
countries, New Zealand may provide some of the highest levels of income potential in the
world. #3 - Currency Risk via Commodity Prices For many investors, currency risk
has become a significant consideration in recent months. Over the last year, currency

volatility has increased markedly. In fact, since 3June 2014, foreign exchange (fx)
volatility has actually doubled, according to the J.P Morgan Global FX Volatility Index

.* we expect this trend in increasing market volatility to continue across all asset
classes. A primary driver of this trend is anticipated changes in central bank policy,
but another significant contributor has been the precipitous fall in commodity prices.
Historically, the value of the Australian and New Zealand dollars has tended to
correlate to commodity prices and cChinese economic growth. The Tlogic of this
relationship holds that, given the Targe commodity wealth of both countries, china’s
sustained demand for commodities would naturally give support to their currencies. oOver
the Tast year, commodity prices have fallen dramatically. But while few are willing to
call the bottom, it appears that Chinese economic momentum may be turning up. On
February 25, preliminary Purchasing Manager Index (PMI) data, a measure of industrial
output, showed an encouraging rebound. In response, after touching a six-year low on
March 11, the Aussie dollar may be poised to rebound. Additionally, after trading at a

four-year low in January, the New zealand dollar has started to rebound.> At the end of
the day, while both currencies remain near multiyear Tlows, 1investors don’t necessarily
need the currency to appreciate to capture attractive returns. As long as currencies
don’t depreciate by 2%?3% per year against the U.S. dollar, investors come out ahead.
For European investors, in addition to much higher yields, both currencies remain in the
Tower third of their trading range against the euro. In our view, Australian and New
Zealand debt appears attractively priced versus U.S. and European fixed income, due to

higher yields and attractively priced currencies. lsource: Bloomberg, as of
2/28/15. 2source: Bloomberg, 3/6/15. 3source: Reserve Bank of Australia, 3/3/15. “*source:
J.P. Morgan, as of 3/6/15. °Source: Bloomberg, as of 3/6/15.

Important Risks Related to this Article

Investments focused in Australia and New zZealand are increasing the impact of events and
developments associated with the regions, which can adversely affect performance.

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.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/blog/glossary
https://wisdomtree.com/blog/glossary#basis-point
https://wisdomtree.com/blog/glossary#short-term-interest-rates
https://wisdomtree.com/blog/glossary#currency-risk
https://wisdomtree.com/blog/glossary#volatility
https://wisdomtree.com/blog/glossary#foreign-exchange-(forex,-fx
https://wisdomtree.com/blog/glossary#j.p-morgan-global-fx-volatility-index
https://wisdomtree.com/blog/glossary#purchasing-managers'-index
https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2015/03/23/the-risks-and-rewards-in-australia-and-new-zealand-debt

wWisdomTree BLOG ARTICLE

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

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.

crossover buyers : Foreign investors buying positions outside of their home country.

Risk : Also standard deviation, which measures the spread of actual returns around an

average return during a specific period. Higher risk dindicates greater potential for
returns to be farther away from this average.

Five-year government bond yields : The single discount rate that equates the present

value of a government bond’s cash flows to its market price which matures in 5 years.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Basis point : 1/100th of 1 percent.

currency risk : the risk that an investment will decline in value due to a change in
foreign exchange rates.

volatility : A measure of the dispersion of actual returns around a particular average

JP Morgan Global FX volatility Index : An index which tracks the value of options of

emerging and developed market currencies.

Purchasing Managers’ 1Index (PMI) : An indicator of the economic health of the
manufacturing sector. The PMI is based on five major indicators: new orders, 1inventory
levels, production, supplier deliveries and the employment environment. A reading above
50 indicates an expansion of the manufacturing sector compared to the previous month;

below 50 represents a contraction while 50 indicates no change.
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