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Looking at recent developments 1in the developed world’s sovereign debt markets, an
investor could be excused for feeling Tike they are on a roller-coaster ride. Indeed,
from the beginning of May through the third week of June, market participants witnessed
surging U.S. Treasury (UST) 10-Year yields, followed by chaos in the Italian bond
market, which led to some noteworthy flight-to-quality trades in both the Uu.S. and
Germany.

But the first headline-grabbing event came in the UST arena. To be sure, the 10-Year
yield finally broke through a key technical Tevel (3.05%) to post 1its highest reading
since 2011. 1Interestingly, this “new peak” did not Tast 1long, as once again,
developments out of the eurozone rattled global bond markets.

This time around, the bad news came from Italy. The new Italian government that was
forming was viewed as being made up of “euroskeptics.” The ensuing concern centered
around conjecture about Italy possibly leaving the eurozone (sound familiar?) or, at the
very least, endorsing a budget that would essentially abrogate the European Union’s
spending rules and potentially subvert the treaty that led to the euro’s creation. 1In
addition, there were reports the governing coalition might pursue cancellation of €250
billion in Italian bonds held by the ECB.

Recent Changes in Selected Sovereign Debt Yields
Pre-Italy
sell-Off 5/29/2018 6/22/2018
Italian 2-Year -0.33% 2.77% 0.87%

Italian 10-Year 1.74% 3.16% 2.69%
German 10-Year 0.65% 0.26% 0.34%
U.5. 10-Year 3.11% 2.78% 2.90%
Source: Bloomberg, as of 6/22/2018. Past performance is not indicative of
future results.

Needless to say, cooler heads prevailed, at Teast in the short run. However, the damage
had been done, and the global bond market went through said roller-coaster ride. Let’s
take a Took at Italian sovereign debt yields first. without a doubt, the Targest swings
occurred in the 2-year sector, where yields surged from -0.33% to a high of 2.77% by the
end of May, an eye-opening swing of 310 basis points (bps). In fact, at the height of
investor anxiety, the Italian 2-year yield exploded by nearly 190 bps 1in just one
trading session. The 10-year maturity did not escape the selling pressure and registered
its own increase of 142 bps during the month. In each instance, some of the market’s
worst fears were not realized, so yields dropped precipitously in both cases-but the
Tevels are still well above their early May starting points (see chart) as of this
writing.
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Meanwhile, the U.S. and German bond markets were the beneficiaries of the safe-haven
trade that resulted from the turbulence in Italy. At one point, the UST 10-Year yield
dropped over 30 bps from +its 3.11% peak, with the German bund of the same maturity
recording a similar trajectory. In a mirror image to the Italian sovereign episode, both
the U.S. and German 10-year yields still reside below the levels that prevailed prior to
the eurozone fears.

conclusion

where does that leave us? As I mentioned, while the markets’ worst fears did not
materialize, it appears as if the situation in Italy and its potential knock-on effects
for the eurozone as well as the financial sector have not been removed. The new Italian
government 1is still viewed with trepidation. Interestingly, despite the ECB’s bold
policy attempts at stabilizing the eurozone, the underlying problems that have plagued
investors’ confidence apparently have not gone away. While a rate hike on the other side
of the Atlantic does not seem to be forthcoming anytime soon, the ECB did announce its
intention to end its quantitative ease program by the end of this year, removing one of
the “whatever it takes” supporting measures in the process.

unless otherwise stated, all data source for this blog is Bloomberg, June 22"4
2018.

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

10-year government bond yield : Yields on the 10 year government debt security.

Eurozone (Ez) : Consists of the following 18 countries that have adopted the euro as
their currency: Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece,
Ireland, Italy, Latvia, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia
and Spain (source: European Central Bank, 2014).

Basis point : 1/100th of 1 percent.

German bunds : A debt security issued by Germany’s federal government, which is the
German equivalent of a U.S. Treasury bond.

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.
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