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On last week’s episode of the “Behind the Markets” podcast, Liqian Ren and I caught up

with Professor Jeremy Siegel from The Wharton School at the University of Pennsylvania

for his reaction to Friday’s U.S. employment report. We also discussed European economic

developments and the recent European Central Bank (ECB) meeting with Frederik Ducrozet,

an economist at the Pictet Group.

 

Ducrozet pointed out that one of most interesting market dynamics is the “term premium”

in the bond market and how it recently reached an all-time low of -90 basis points.

Ducrozet thinks this unprecedented low term premium predicts something major from

central banks—perhaps that another bout of quantitative easing (QE) will be reintroduced

next year.

 

Ducrozet also suggested that the relationship is codependent, adding that the market may

force central banks to enact more QE.

 

Ducrozet interpreted last week’s ECB meeting as very dovish, as it relayed a commitment

to keep interest rates low for a longer period in its forward guidance. The ECB added

marginal support for banks to offset negative rates as well, but the really big news

Ducrozet said the market missed was ECB president Mario Draghi’s willingness to embark

on another QE program.

 

According to Ducrozet, we are not at that stage yet, but if inflation expectations

continue to head downward, it could trigger the ECB to launch another round of QE.

 

We also discussed the ECB negative rate policy, which Ducrozet does not like. Ducrozet

is worried about the policy’s impact on banks, but the ECB has released some recent

documents that indicate negative rates are helping the economy. Yet Draghi also hinted

in his comments that if the ECB were to lower rates further into negative territory, it

is possible there would be more support measures for banks, such as a tier structuring

of negative rates, which Switzerland applies.

 

We discussed whether this lower rate regime created opportunities in the equity world.

Ducrozet believes many big investors have capitulated. We see this in broad negative

fund flows of global investors from Europe. At some point, the negative sentiment might

start to improve because much of the capitulation already has taken place, which could

create a potential buying opportunity. We will be watching this trend closely as some of

the relative outperformance of U.S. over European assets extends into extreme territory.

 

Listen to full conversation below, which includes an opening discussion with Professor

Siegel on his outlook for the markets and the Federal Reserve:
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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

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2019/06/11/ecb-opens-door-for-more-quantitative-easing


IMPORTANT INFORMATION

U.S. investors 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 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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DEFINITIONS

Term premium : The term premium represents the incremental yield that investors require

to hold a longer-term bond, as opposed to a combination of shorter-maturity bonds.

Basis point : 1/100th of 1 percent.

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 liquidity.

Dovish : Description used when stimulation of economic growth is the primary concern in

setting monetary policy decisions.

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

Inflation : Characterized by rising price levels.
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