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On last week’s podcast, we had the pleasure of speaking with Peter Boockvar, chief

market analyst at macroeconomic consulting firm the Lindsey Group, and Leland Miller,

CEO of China Beige Book, one of the premier China market watchers. Our conversation

touched on a number of important issues for the global economy—from both a U.S.

perspective but also from an Asian outlook, as much of global gross domestic product (GD

P) growth is coming from China.

 

On the U.S. economic front, Boockvar thinks we are running a 2% growth economy and does

not see any signs that productivity growth is increasing to offset a structural decline

from the labor force caused by demographic changes. Boockvar hopes that incentives for

capital spending from a tax reform package can get productivity growth higher.

 

Boockvar also talked about pressures he sees on valuations. He questioned whether

historically high profit margins are sustainable. If we get tax reform and higher

economic growth rates, this could lead to higher interest rates and a higher interest

expense for companies. Boockvar credits a good amount of profit margin expansion to low

interest rate expenses.

 

Boockvar believes monetary policy does not change ultimate economic outcomes but rather

just changes the time frame. We pulled forward GDP growth and stock market returns, but

he thinks over the next five to 10 years we could see a choppy period without much

return.

 

Boockvar pointed out that over the last 13 rate hike cycles since World War II, 10 of

them put us into recession. As we look ahead to who becomes Fed Chair next year, there

is increased talk that Trump is speaking to Kevin Warsh, who is much more hawkish than

Fed Chair Janet Yellen. Boockvar believes Trump wants to “keep the party going” longer

and is less likely to put in place a more hawkish member like Warsh.

 

China Beige Book: Bringing Robust Data for China

 

On China, Miller’s firm started independently gathering data on China in 2010 to help

overcome the lack of trust in Chinese data. His firm cut China into 8 economic regions,

7 separate sectors, and 34 separate subsectors. The firm goes beyond GDP and tracks a

number of jobs markets, credit markets, shadow-credit markets, and inflation. He

describes this as a ground-up, panoramic view of the Chinese economy.

 

Miller’s data currently supports the narrative coming out of China today predicting

high-level growth, and he tips his hat to Chinese leadership for their accomplishments.

A year and half ago, there were China contagion fears and a crisis environment. The
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improvements we see in manufacturing, labor markets, and the general economy are very

much shown in Miller’s data.

 

Where China Beige Book breaks from consensus is the view for the future. Miller does not

see deleveraging in China. He sees slower growth in leverage—what you might call

deleveraging with China growth characteristics. He sees corporates and the real economy

borrowing more (despite some watchers who say deleveraging is happening) making the

Chinese economic performance all the more commendable. If Chinese leadership does put

forward a deleveraging campaign in 2018, that could become much more painful for both

China’s economy but also the global economy that relies on China.

 

On China’s Currency

 

There are many bearish China watchers who believe the buildup in leverage and bad loans

in China are going to force the government to devalue the yuan. On other hand, there are

those who believe China is rotating toward a consumer-oriented economy and will promote

a strong currency to help keep import costs and inflation down. Miller believes this

second scenario is more likely. He does not believe a major currency devaluation would

solve anything for China, and it would counter the country’s long-term goals of shifting

to a consumer economy.

 

Looking Past 2017’s Goldilocks Scenario

 

Miller believes 2017 was a perfect storm of exogenous events going well for China, many

of which will not continue into 2018. We had a weak U.S. dollar and no trade tensions or

Trump tariffs, central banks kept monetary policy spigots open and there were no worries

over political fighting in the South China Sea. There was also support in the domestic

economy from Chinese monetary policy and fiscal policy. Yet Chinese leaders know they

also must undertake a long-term rebalancing of the economy. Miller believes investors

have become too complacent over Chinese growth going into 2018, particularly regarding

the demand for commodities.

 

This conversation touched on a number of important issues across the global economy, and

I am very thankful to both Peter Boockvar and Leland Miller for joining me on our

program. To listen to the full discussion, you can go here.

 

For standardized performance and the most recent month-end performance click here NOTE,
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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.
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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

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.

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

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

Rate Hike   : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a slowing economy and higher unemploymen.

Bear market : A sustained downturn in market prices, increasing the chances of negative

portfolio returns.
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