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When following rate trends, it's easy to focus only on US factors. You know, the Federal Reserve (Fed), the
monthly jobs report, etc. However, there have been some interesting developments in Europe that have
been largely ignored in market commentary that got me ‘thinking globally’.

One of the foundations for the lower US Treasury (UST) 10-year yield over the last few years has been the
lack of any other alternatives in the developed world sovereign debt markets. Indeed, negative government
bond yields abroad had presented fixed income investors with few, if any, other alternatives to consider.
While either zero or negative rates are still prevalent in the government bond markets of Japan and various
countries within the Eurozone, the UST 10-year yield does not offer the same advantage as it once did.
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In this blog, | wanted to highlight the yield differential, or spread, between the UST 10-year and two other
closely watched sovereign debt arenas, Germany and ltaly. In each case, it is readily apparent that this
spread has narrowed in a rather considerable fashion over the last year or so.

Let's look at the 10-year German bund. Back in November 2018, the UST counterpart had a yield that was
nearly 280 basis points (bp) higher, but that differential has plummeted by roughly 170bp this year, and
now stands at ‘only’ +112bp1. For the 10-year Italian BTP, the spread was as high as 100bp in September
2019 but has since reversed course completely and is now in negative territory. In other words, instead of
the Treasury 10-year yielding more than its Italian counterpart, it now yields 65bp less, a remarkable turn
of events.

What's the main factor at work you may ask? Interestingly, there has been a divergent pattern in each
instance. For the periods under review, the German Bund yield fell while the Italian BTP yield actually rose.
However, the one key constant is the fact the UST 10-year yield has plunged. To provide some perspective,
in November 2018, the yield was nearly 3.25%, and in September 2019, the level was 1.90%. Today it’s
0.64%2...the math is pretty easy!
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While we don't envision the UST 10-year yield revisiting the aforementioned 2018/2019 levels any time in
the foreseeable future, it no longer has the same tailwind speed ‘at its back’ when ‘thinking globally’.

Unless stated otherwise, all data is sourced from Bloomberg as at 29 June 2020.
1 As at 29 June 2020

2 As at 29 June 2020
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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