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over the past year, investors continued to look around the world for higher levels of
income potential. For some, the decision to allocate to the debt of Australia and New

Zzealand 1in 2012 resulted in strong performance compared to U.S. Treasuries.l But
individual 1investors were not the only market participants Tlooking to diversify their
holdings internationally. In fact, central bankers around the world have long allocated
a portion of their foreign exchange reserves to Australian assets (such as government
bonds). But in the coming months, the International Monetary Fund (IMF) is expected to
publish central bank holdings of the Australian dollar (as well as the Canadian dollar)
as part of 1its official cCurrency Composition of O0fficial Foreign Exchange Reserves
(COFER) database for the first time. This move will add the Australian dollar to the
current list of “reserve” currencies: U.S. dollar, euro, British pound, Japanese yen and
Swiss franc. while this doesn’t necessarily create a catalyst for investment, it does
validate the perceived strength and stability of Australia’s currency and financial
system by global decision makers. Indeed, the term “reserve currency” stems from these
government holdings (such as bonds) being held as reserves at central banks around the
world. Taking the 1interpretation a step further, 1in the eyes of these government
officials, the Australian dollar could increasingly be viewed as a Tlong-term store of
value.

5-year Local Currency Sovereign Bond Yields as of 12/31/2012
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Source: Bloomberg 2012
Past performance is not indicative of future resutts. .
while Reserve Bank of

Australia (RBA) governor Glenn Stevens views the IMF decision as a “classification
change,” we believe that dincreased tracking of the Australian dollar as a reserve
currency could pave the way for an increasing allocation 1in investor portfolios. For
2013, we believe that many of the compelling reasons dinvestors and sovereign wealth
funds bought Australian debt 1in 2012 could continue to provide opportunities in the
first half of 2013. over the previous calendar year, the WisdomTree Australia & New
Zealand Debt Fund (AUNZ) performed well due to a combination of interest rate cuts,
higher income potential and positive currency performance against the U.S. dollar. 1In
2012, the Australian and the New Zzealand dollar appreciated against the uU.S. dollar by

1.82% and 6.64%, respectively.? Last September, many market pundits predicted that the
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Aussie dolTlar was overvalued, citing continuing concerns about China’s economic outlook.
To support economic growth, the RBA cut interest rates by 1.25% over the course of the
past year. In the face of these 1interest rate cuts, the Aussie dollar actually
strengthened, a somewhat unexpected result. Wwith better-than-expected economic data
continuing to trickle out of China, market sentiment, as well as asset prices, could
continue to rise. As ominous clouds surrounding China continue to dissipate, we believe
that prospects for the Australian economy could continue to improve along with many
other Asian countries. As the largest market for Australia’s commodity wealth, China was

also Australia’s largest overall trading partner in 2011.3 ultimately, we believe this
improvement in the economic outlook could provide a catalyst for a rise in bond prices

and 1investor returns. Isources: wisdomTree, Bloomberg, 2012. Source: Bloomberg, 2012
3 Australian Department of Foreign Affairs and Trade, October 2012.

Important Risks Related to this Article

There are risks associated with investing, including possible Toss of principal. Foreign
investing 1involves special risks, such as risk of loss from currency fluctuation or
political or economic uncertainty. Derivative investments can be volatile, and these
investments may be less Tiquid than other securities, and more sensitive to the effects
of varied economic conditions. The Fund focuses its investments in Australia and New
Zealand, thereby increasing the impact of events and developments in Australia and New
Zealand, which can adversely affect performance. Fixed income investments are subject to
interest rate risk; their value will normally decline as 1interest rates rise. 1In
addition, when 1interest rates fall, 1income may decline. Fixed income investments are
also subject to credit risk, the risk that the dissuer 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. unlike
typical exchange-traded funds, there 1is no index that the Fund attempts to track or
replicate. Thus, the ability of the Fund to achieve its objective will depend on the
effectiveness of the portfolio manager. Due to the investment strategy of this Fund, it
may make higher capital gains distributions than other ETFs. Please read the Fund’s
prospectus for specific details regarding the Fund’s risk profile.

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)
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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.

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


https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal

wWisdomTree BLOG ARTICLE

DEFINITIONS

Foreign exchange reserves : The total balance of foreign currency deposits and bonds

held by a central bank or monetary authority.

Reserve currency : A foreign currency held by a central bank or monetary authority as a
Tong-term store of value.

Local currency sovereign bond yield : The rate of return derived from a Tocal

currency-denominated government bond, assuming that the security is held to maturity.
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