
ARE WE PAST PEAK BEARISHNESS ONARE WE PAST PEAK BEARISHNESS ON
EUROPE?EUROPE?
Jeremy Schwartz — Global Chief Investment Officer

02/24/2017

In my podcast last week, I had a chance to speak with Jay Pelosky of Pelosky Global

Strategies, whose firm has developed a global risk model to evaluate the intersection of

politics, policy and markets to provide independent ideas across markets.

 

Jay has been a global asset allocator for 30 years, with work covering 50 countries, and

his approach for advising clients is to mirror ETF portfolios he has been running with

his own capital for 15 years. Pelosky very much eats his own cooking, and anything he

writes about in terms of ideas is reflected in his own personal accounts—a common-sense,

best-practice approach to advising clients.

 

Pelosky thinks the biggest overarching question for the market today is whether we are

going from deflation to inflation and from low growth toward higher growth. He thinks it

is still too early to make a judgment call on that big-picture question. But he sees a

big intersection between politics and policy playing out for both Europe and Asia, with

a renewed focus on fiscal policy as an outcome driver.

 

A Tripolar World: A Regional World ViewA Tripolar World: A Regional World View

 

Pelosky thinks the global trade system is moving from just a global system toward a

regional system with three main regions: the Americas, Europe and Asia.

 

To him, these regions have a growing ability to self-finance with growing wealth, self-

produce with more automated manufacturing, and self-consume. He believes that the fears

about shrinking globalization and trade protectionism are hysteria.

 

Trump to Lead to Greater European Integration: Buy European BanksTrump to Lead to Greater European Integration: Buy European Banks

 

Perhaps one of most interesting comments from Pelosky (hence the title of this blog

post) was that he believes fears about Trump and Brexit could actually concentrate the

European minds around integrating more deeply. Pelosky believes we are past the peak bea

rishness in Europe, pointing to record outflows from Europe in 2016. He sees positive

trends in credit, inflation and growth signs, and he thinks the financial markets are

under-owned and unloved but the earnings growth trends are double those of the United

States in the last quarter. He particularly likes the European banks, which he believes

may benefit from a removal of negative interest rates. 

 

On Asia: Buy Japan with a On Asia: Buy Japan with a Currency HedgeCurrency Hedge Based on Strong Earnings Growth Based on Strong Earnings Growth

 

Pelosky is also bullish on Asia, particularly on Japan. He likes that the Bank of Japan
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(BOJ) is capping interest rates at zero, while U.S. interest rates start normalizing,

which he believes will lead to a weaker yen that is supportive of earnings growth and

thus Japan’s equity markets. He points to the earnings growth in Japan, which was triple

that of the United States (13%–15% in Japan versus 5% in the United States). Pelosky

points to the 25% consensus earnings growth for Japan. He likes corporate governance

efforts there as well.

 

The podcast discussion with Jay Pelosky starts at the 37-minute mark, after a discussion

with Alan Auerbach and a brief outlook from Professor Siegel at the 31-minute mark. 

 

 

Listen to the entire “Behind the Markets” podcast series here.

Important Risks Related to this ArticleImportant Risks Related to this Article

Investments focused in Europe and Japan increase the impact of events and developments

associated with these regions, which can adversely affect performance.

Hedging can help returns when a foreign currency depreciates against the U.S. dollar,

but can hurt when the foreign currency appreciates against the U.S. dollar.

 

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.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

DeflationDeflation  : The opposite of inflation, characterized by falling price levels.

InflationInflation  : Characterized by rising price levels.

GrowthGrowth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.

Fiscal PolicyFiscal Policy  : Government spending policies that influence macroeconomic conditions.

These policies affect tax rates, interest rates and government spending, in an effort to

control the economy.

BrexitBrexit  : an abbreviation of “British exit” that mirrors the term Grexit. It refers to

the possibility that Britain will withdraw from the European Unio.

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

portfolio returns.

CreditCredit  : A contractual agreement in which a borrower receives something of value now and

agrees to repay the lender at some date in the future.

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

Currency hedgingCurrency hedging  : Strategies designed to mitigate the impact of currency performance

on investment returns.

BullishBullish  : a position that benefits when asset prices rise.
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